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Today, shareholder John Engstrom learned-along with some 
21,000 other Glidden shareholders—that sales in fiscal 1959 were $195,764,389 e Net income 
increased 26% to $7,633,531 or $3.31 per share e Dividends of $2.00 per share were paid 
e $7,607,001 was invested in new plants and equipment e Working capital reached a new 
high of $58,248,341 e And the shareholders’ equity now amounts to $90,678,607 or $39.29 
a share. If you would like to know more about what 14-year-old John Engstrom learned, you 
are invited to write for a copy of The Glidden Company’s 1959 Annual Report. 
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The Trend of Events 


THE DEDICATION OF A SINGLE MAN... The whole 
world has been shocked into admiration for Charles 
de Gaulle, who, through his unswerving love and 
faith, has once more raised his beloved France to a 
pinnacle of power on the Continent. 

In the space of two short years he has revived 
the esprit de corps of the French people and faith in 
their future as a great nation—invigorating the 
tottering economic and political position of the 
country. 

And now, his monumental force of character, and 
the very stubbornness for which he has been criti- 
cised—has brought the realization to the rest of the 
world that France occupies a key position not only 
in Europe but in world affairs. 

Of all the Western allies, France is the only one 
that stands firmly, and offers a definite plan against 
further encroachment on the free world by the 
Russian-Chinese Communist conspiracy. 

Today the voice of France in international affairs 
commands a respect that it has not enjoyed since 
the beginning of World War II. As part of his plan 
General de Gaulle is insisting that the various issues 
in conflict be spelled out, so that a complete settle- 
ment can be worked out at the Summit Conference 
instead of leaving things hanging in mid-air as has 
been the case for much too long. He is calling for a 
searching examination of Western policy, coopera- 
tion on a hard-hitting realistic basis for NATO— 
nuclear strategy—and European integration which 
includes solving of the long-standing problem of two 
Germanies. 

His plan shows that he is thinking in terms of the 
various contingencies that may arise out of the cur- 


rent differences of policy and conflict of interests 
between the Western powers and the possible out- 
come under various contingencies. In the four points 
listed, he took into consideration : 

1—The possibility that either Khrushchev or Mao, 
separately or together, might go to the extreme 
measure of starting a war. What then? 

2—That with a future political shift in the U.S.A., 
the two powers having a monopoly of nuclear arms 
might decide to divide the world between them. What 
then? 

3—Who can say whether in a struggle between 
the two nuclear rivals, Western Europe could not be 
wiped out by Moscow, and Central Europe by the 
U.S.A.? 

4—Who knows whether, following a political or 
social upset, the two rivals might not unite. In that 
event, he says that France, by providing itself with 
nuclear arms, would render a service to world equi- 
librium. 

Regardless of what one may think of such possi- 
bilities, General de Gaulle, in accordance with his 
well-known psychology, is preparing for the worst, 
in the belief that it may never come if he does. He 
is seeking to protect his country against travail and 
disaster—or any contingency or error on the part of 
his allies. 

And from this approach to the problem, what 
stands out is the devotion and love of this man for 
his country. I find it most thrilling. It gives rise to 
the faith that regardless of what is ahead. the emer- 
gence of a single individual of noble character can 
turn the tide, now as in the past, and give inspira- 
tion and hope to his fellow man. 
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Behind-the-Scenes Story... 











How Ruthless 


Use of Power 


By Steel Union Forced Kaiser to Settle 


— Its potential impact on industry — our people — the dollar 


By Sidney Wallenstein 


HE steel workers have gone back to their jobs 

under the 80-day Taft-Hartley injunction ordered 
by President Eisenhower and approved by the na- 
tion’s highest court. 

The return of the industry to production will 
temporarily relieve some of the critical steel short- 
ages resulting from the most damaging steel strike 
that the country has ever experienced. But it will 
not assure an early settlement of the dispute between 
the steel industry and the United Steel Workers. 
Nor is it likely to end the steel union’s efforts to 
impose on the entire steel industry the inflationary 
settlement which it made with the Kaiser Steel 
Corporation. Only new legislation designed to curb 
the monopoly power of giant unions like the steel 
union can permanently overcome the menace of 
wage-push inflation. 

In its basic details, the Kaiser settlement presents 
a sordid and frightening picture. Efforts are being 
made by pro-union forces to present the Kaiser move 
as a “statesmanlike’ compromise when it is nothing 
of the sort. 

Here are the facts: 

@ Whatever Kaiser and the union may now say, 
the settlement was inflationary. Mr. Edgar Kaiser, 
President of the Kaiser Steel Corporation virtually 
admitted this was so in his first announcement of 
the agreement, when he stated: 

“We believe that inflation cannot be brought to a 
dead stop by labor and management in any one 
American industry, and certainly cannot be halted 
entirely by any one industry in any one round of 
negotiations.” 

It would be contrary to all our experience in the 
past, if the steel industry could offset, through gains 
in productivity, the cost of the Kaiser agreement, 
estimated at nearly 5 per cent per year during the 
20-month life of the contract. 

Over recent years, the steel industry has been 
able to improve productivity at an average rate of 
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only 2.6 per cent a year, according to official govern- 
ment figures. This is about one-half the rate of the 
annual labor cost increase called for under the 
Kaiser contract. Moreover, the agreement provides 
that all of the gains in productivity—inadequate as 
they promise to be—will go to labor. 

A minus quantity will be available for the in- 
vestors who have been primarily responsible for 
the annual gains in productivity. How long will 
investors continue to tolerate such an unfair 
division of the fruits of investment, without call- 
ing upon management to halt unprofitable com- 
mitments of capital? 


No Holds Barred in Kaiser Settlement 


@ The Kaiser settlement—and the manner in 
which it was achieved—placed in bold relief the 
ruthless monopolistic power of the steel union. The 
union brought Kaiser to terms not merely by closing 
down its steel operations, but by threatening to call 
a strike against Kaiser Aluminum & Chemical Cor- 
poration. These are the two largest companies in 
the Kaiser group. 

Kaiser Aluminum had been operating under an 
extension of the expired contract, granted by the 
United Steel Workers. The Big Three aluminum 
companies, Alcoa, Kaiser and Reynolds, had re- 
ceived such an extension. 

But we understand the Kaiser interests were told 
by the union that their aluminum company would be 
singled out for an immediate strike,—unless Kaiser 
Steel accepted the terms demanded by the union. 


Here we have an instance of a union which is 
able to close down 85 per cent of the nation’s 
steel capacity. Not content with that, the union, 
by extending its power across industry lines, is 
able to call strikes against employers in alumi- 
num, machinery, can manufacturing and many 
types of metal working, etc. 
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@ The Kaiser settlement gives no assurance that 
industry would be able to maintain progress in effi- 
ciency even at the rate of recent years. The major 
steel companies are offering a rise in wages and bene- 
fits of 33 cents an hour for a three-year contract, 
but they have made this offer contingent on the 
union’s agreeing to changes in local work rules which 
would eliminate wasteful practices. 


rd No End to Waste and Featherbedding 


This problem of waste and featherbedding arises 
from the local work rules clause of the master steel 
contract—Section 2B—which denies to management 
the right to eliminate inefficient “past practices.” 
The steel companies were willing to submit this dis- 
puted clause to outside arbitration. But the union 
rejected this reasonable offer and obtained from 
Kaiser an agreement under which the work rules 


Kaiser is prepared to make revolutionary conces- 
sions. 


New Profit Sharing Plan for Workers—but not / 
for Stockholders angi 

For Edgar Kaiser has indicated that he has given 
serious consideration to a profit-sharing-program 
for workers, corresponding to the similar profit- 
sharing incentive plan for executives. Under such 
a program, he indicates, workers would obtain spec- 
ial bonuses during prosperous times, which they 
would not get during recessions. 

Such a program for giving workers a profit-shar- 
ing arrangement, in publicly-owned companies, at 
the expense of the risk-taking stockholders would be 
extremely hard to justify. Such incentives may be 
warranted for executives, who make unusual contri- 
butions to a business, or to key technical workers. 
But to extend profit- 





issue would be set- 

tled on a case-by- |7aayr { 
case basis, through a ow 
“mutual agreement” |": 3 
of the union and |2 = 
management. This Os fot 
means that progress |-3=—% 
can be achieved ; 
slowly, at best, and 
the union will be 
able to block any 
improved practices 
which might involve 
a layoff of unneed- 
ed workers. 
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Union Given Right to 
Block Mechanization 


@ But the Kaiser 
settlement not only 
means a low rate of 
progress—it means 
that the union is in 
a position to turn 
back the clock for 









Handicap race ed 


sharing or other 
types of incentives 
to floor sweepers, or 
routine mass pro- 
duction employees 
who merely meet 
the standards set 
for their jobs would 
establish a danger- 
ous precedent for 
all industry. Under 
such conditions, the 
stockholder could 
indeed become the 
“forgotten man.” 
The reserves that 
manufacturers 
should accumulate 
in good times would 
be dissipated. 

Some privately- 
owned companies, it 
is true, have grant- 
profit-sharing 
programs voluntari- 








the first time and 
prevent the employer from making investments in 
technological improvements which would result in 
savings in manpower and in money. The union will 
be able to do so, for the joint committee which is to 
be set up to take care of the work rules issue will 
also be given specific jurisdiction over manpower 
savings made possible by new investments in plants 
and machinery. Up to now, the union has never had 
the right to block mechanization. 

@ A threat to management’s “right to manage” 
of even greater proportions is presented by Kaiser’s 
agreement to set up a “three-party” committee— 
including representatives of the union, management 
and the public—to find ways “by which any cost 
savings can eliminate the necessity for regular con- 
tract deadlines and incessant rounds of new nego- 
tiations.” 

The committee’s aim would be to devise some new 
long term wage formula, under which the union 
would gain automatic increases. This is a worth- 
while objective, if it could be achieved in a sound, 
non-inflationary way. But there are indications that 
even before this committee has been appointed, that 
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ly to non-union workers. 

In the Kaiser settlement, the union may have 
achieved a position where it has declared itself “in” 
as a partner with the stockholders—if Mr. Kaiser 
goes through with the contemplated concession. The 
evidence indicates that this was the union’s secret 
objective all along. Perhaps this was the “‘billion dol- 
lar” package which David J. McDonald, president of 
the union, proclaimed it would achieve, in advertise- 
ments paid for long before the strike began. 


A Look-at-the-Books 


@ And that is not all. The long-range Kaiser com- 
mittee which is to study a formula — possibly profit- 
sharing — for avoiding future strikes, opens up 
vistas for the union which it has long yearned for. 
Back into the picture comes the union’s right to a 
“look at the books’; the right to question manage- 
ment’s accounting practices, management’s decisions 
over advertising, new capital investments, divi-~ 
dends, depreciation allowances, etc. 

Take depreciation charges, for example. If the 
union, as a result of (Please turn to page 266) 
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Market Tests Ahead 


Stock prices are currently on the soft side as investors weigh continuing uncertainties cen- 
tering largely on the labor front. Irregularities and an easing trend may well persist for some 
time, accentuated by tax selling from speculative sources where a substantial profits cushion 
exists, and by the greater willingness of large holders of equities to take profits, as evidenced 
by the huge secondary offerings. The wisdom of a waiting attitude is apparent. 


by A. T. Miller 


W ute conflicting economic forces were 
dictating a cautious policy for conservative inves- 
tors, speculative elements intent un realizing capital 
gains dominated the market scene last week. The 
result was generally unsatisfactory, except for agile 
traders operating for a turn in volatile equities hav- 
ing small capitalizations. Creating 50% to 60% of 
the stock market volume were trapped shorts hasten- 
ing to cover bearish positions, and the wealthy trad- 
ers having very substantial capital gains on which 
tax liabilities have accrued and in a position to take 
greater risks in the market. 


MEASURING MARKET SUPPORT 


“THE MARKET IS A TUG.OF-WAR...CONSTANTLY SHIFTING SUPPLY & DEMAND 


PRODUCES THE FLUCTUATIONS” THE MAGAZINE OF WALL STREET 1909 
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DEMAND FOR STOCKS: 
As Indicated by Transactions 
at R Prices 


SUPPLY OF STOCKS 
Indicated by Transactions 
at Declining Prices 


MEASURING INVESTMENT 
AND SPECULATIVE DEMAND 


PRICE 
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M.W.S. 100 
PRICE STOCKS © 
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Only a momentary flurry of buying came into 
the market on the reopening of the steel mills under 
the 80-day injunction, and nearly all the mark-up 
seen in the opening session was promptly nullified 
as a result of profit taking and the unwillingness of 
most investors and traders to reach for stocks on the 
steel news. 

The price movement was downward over the rest 
of the week, taking the industrial average down at 
worst nearly 19 points from Monday’s intraday high 
and down over 9 points, at closing levels, from the 
autumn recovery high of 650.92 recorded November 
6 and duplicated November 9. Thus, the 
prior week’s gain was more than can- 
celled, with the average off nearly 5 
points on the fortnight. 

It remains roughly 25 points (about 
4%) above the September low point of 
the sell-off from the summer bull-market 
peak; but has given up most of the gain 
scored in over six weeks following the 
initial September 23-29 rebound of 
about 24 points. 


Decline In Rails Extended 


Rails have trended downward with 
few pauses from an autumn recovery 
high attained in mid-October, reflecting 
heavy damage to earnings inflicted by 
the steel strike and investment-specula- 
tive apprehension over the railroad’s 
own momentous labor conflict, now in 
its preliminary stages. In falling a frac- 
tion under its September 22 low, the 
rail average is now at a new 1959 low, 
with further tax selling in prospect over 
nearby weeks. Utilities remain in their 
recent narrow range, but much closer 
to the September low than the bull- 
market top of last March. 

The principal technical indicators, in- 
cluding our Market Support measures 
charted herewith, give current “read- 
ings” ranging from indecisive to cau- 
tious. Among them, relative rail action, 
as cited above, is definitely unfavorable. 
In each of the last two weeks more 
stocks lost ground than gained; and 
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new lows for the year were 
close to double the number 
of new highs. 


YEARLY RANGE 1951-1058 
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When the industrial av- 
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developments. There will be 
a number of them to watch. 














The domestic copper strike 
continues. The injunction 
that halted the East-Coast 
dock strike runs out soon. 

















The steel injunction expires 
January 26. The railroads’ 
wage and featherbedding 
dispute will variously sim- 
mer and boil through at 
least most of the winter. 

Steel output is rising more 
rapidly than had been ex- 
pected, reaching about 46% 
of capacity in the first week Scalefigh 
of resumption and likely to os 

reach 60% or more in the ai 
second week, begun Novem- ait r++ 
ber 16. It could be at or 
close to capacity before 
mid-December. 

Yet it is significant that 

the market has eased in the 


SonnNweu 





SERECETCESE 





DOW JONES ne a 
4 


1 
VOLUME NLY. STUCK CN MLNS OF SS 


A ahaa 








tet || 
N iy (ht yl, | 


# i The Jet a poas| | 


ro 


a 











Lies; 








t 
nal bo 





face of this better-than-ex- 
pected news, and that steel 
stocks are among the poor- 
est in current group per- 
formance. The reasons are clear. Investors are more 
concerned with a steel settlement and the terms 
thereof; with the possibility of a renewed strike by 
late January; and, in the latter event, with what the 
President and Congress might do about it. Keep in 
mind that any “public solution’’, via political pressure 
or any kind of arbitration, probably would be more 
favorable to the steel workers than to the companies. 

The upturn in industrial activity has already be- 
gun to show up in some weekly indicators. For 
November as a whole, the Reserve Board production 
index should show little variation either way from 
around 145 estimated for October, compared with 
last June’s peak of 155. The year is bound to end 
with strong December gains in industrial output, 
personal income and retail trade. 

If the steel strike is not resumed—and if there is 
no rail strike or only a brief one—industrial activity 
will reach a new peak for the 1960 first quarter, 
followed by a more moderate second-quarter gain. 
That would mean an excellent first half, with second- 
half potentials less assured. Obviously, this “‘sched- 
ule” could be altered. Added or new strike losses in 
steel, or on the docks or railroads, would subtract 
from medium-term potentials and add to those of 
later months. 

On an optimum assumption for the 1960 first half, 
probably we will be moderately further ahead in 
business activity than we would have been without 
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the steel strike. Market response could well be mod- 
erate, as it was moderate in reaction to the strike. 
Without the strike-caused forward buying, the pro- 
duction index would not have reached 155 in June. 
It might have reached 160 by the year end and per- 
haps something like 163 for the 1960 first half, in- 
stead of a now conceivable 166-168. 

Earnings on the Dow industrial average reached 
a record annual rate around $44 a share in the 
second quarter, falling sharply in the third quarter. 
They may be nearer $37 a share for the full year; 
and might have been $40-$41 without the strike. 
Under higher costs, the peak second-quarter rate 
will not be easy to equal or exceed. The present 
market level is slightly under the second quarter’s 
best. 


Serious Decline Unlikely 


Long extension of the boom in a tight-money situ- 
ation cannot be expected; but the next recession is 
not in sight, and everything in our postwar record 
justifies investment asumption that it would be lim- 
ited anyway. No basis for serious market decline is 
now apparent. But because so many stocks are amply 
priced, basis for dynamic rise ahead is also not 
demonstrable. A moderate market range for the rest 
of this business cycle—maybe 10%-15%—would not 
be without precedent. 

Despite the steel strike, (Please turn to page 267) 
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EXPLODING POPULATION 


A LOCAL 


— But a Threat 


> Where increasing population is an economic asset 
for various countries — dire peril for others 

> Country-by-country check of existing and 
prospective population problems — avenues of 
expansion into other lands 

> Where increased population means growing 
markets — where a declining standard of living 
is indicated 

> Steps being taken by the various countries to solve 
population mroblems . . . finding new and 
untapped sources of food supply — trend toward 
industrialization — avenues for synthetics, etc. 
—to adequately meet current and future needs 

> The position of the United States and other “have” 
countries in relation to “have nots’ — and 
the solution 
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PROBLEM 


to World Peace 
By ALLEN T. WARD 


eo world’s population is expanding at an un- 
precedented rate, creating a combination of bless- 
ings and problems that may well determine the 
economic and political climate of the United States, 
and the rest of the world for the balance of the 
Twentieth Century. 

While it took about 500,000 years for the world’s 
population to reach its current level ef 2.5 billion, 
it will take less than 50 years to increase it by an- 
other 2.5 billion! No wonder the word “explosive” 
is the most commonly used term found in the cur- 
rent literature on population. 

A few brief statistics tell the tale in the most 
striking terms. Between 1925 and 1950 the growth 
rate of the world’s population was 31 per cent; from 
1950 through 1957 the rate was 53 per cent; and in 
the last quarter century the rate will accelerate to 
64 per cent. At this pace, the population of the 
world will double in 34 years! 

In some areas, such as the United States, there 
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will be ample room for rapidly growing population. 
The need for elbow room will speed the day when, 
through development of water power, the sparsely 
occupied arid wastes of the Southwest will be trans- 
formed into garden spots for happy living. (Israel 
has already taken the lead in this type of reclama- 
tion work, and with great success). 

Australia and large sections of Africa too, have 
room for expanding populations, but here there are 
problems of climate, disease-breeding insects, wild 
creatures and fast growing tropical jungles, that 
will make the task a difficult and costly one. 

For other parts of the earth, however, rising pop- 
ulations may well spell starvation, pestilence; with 
threat of war to the rest of the world, as one bur- 
geoning nation after another is forced by the 
pressure of a teeming humanity to struggle for 
lebensraum. 

The urge for self-preservation is already on the 
march in Asia, where Russia is expanding eastward 
in an attempt to stop Red China’s march northward, 
with each embarked on a 
course that may ultimately 
end in a head-on collision. 
For, Red China is already 
challenging Russia’s sphere 
of influence in Outer Mon- 
golia as she pursues her 
way into the more sparsely 
settled areas of the north. 

While Red China’s quest 
to the north is understand- 
able, her penetration to the 
south, where she is violat- 
ing India’s borders and 
pushing her way into a 
land where the birth rate is already at an unwieldy 
level, is rather puzzling — except for the fact that, 
located in the disputed mountainous region lie the 
head waters of the Indus River, the strategic route 
of the ancient conquerors. Is India, therefore, mere- 
ly a stepping stone to greater adventure in the urge 
for more space? 

ted China’s population is now about 650 million 
and is expected to be 900 million by 1975, with some 
experts even mentioning a figure as high as on 
billion souls. At the same time, India’s population 
despite the positive steps being taken to check births, 
is expected to grow from 406 million to 563 million. 

However, sensational population growth figures 
are not confined to Asia. In fact, the problem is of 
world-wide proportions and affects Europe, the Near 
East, Latin America, the Far East and the habitable 
areas in Africa. 

Surprising as it may seem, Belgium, for example, 
has a population density at least equal to that of 
Japan, where 648 people are crammed onto each 
square mile and yet both are prospering. Other parts 
of Europe are almost equally crowded. Yet, the 
standard of living is rising, while in other lands 
people are existing barely above a subsistence level, 
despite the huge billions spent for rehabilitation — 
showing clearly that factors other than population 
density are involved. 

It must be remembered that for such parts of the 
world the pressure of new populations will be push- 
ing against economies of limited productivity, lack- 
ing the capital needed to provide jobs and develop 
industries, or even to exploit fully the natural re- 
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sources that would enable the country to be self- 
sustaining. The element of growth necessary to solve 
the problem of feeding the people alone is an enor- 
mous task by itself. 

The Road To Booming Population 

After ail, it was only a few years ago that some 
nations were offering bonuses to families that pro- 
duced children “by the dozen.” Now, if anything, 
the opposite policy looks more realistic. As far back 
as the 18th Century, Malthus put his finger on the 
basic problems, when he demonstrated “that popu- 
lations must increase faster than the means of sub- 
sistence.”” His conclusions were undoubtedly based on 
the fact that man was physically and mentally lazy 
and would only go to work when obliged to do so by 
dire necessity. 

Malthus was right in his reasoning, but how could 
he know that the technological progress would there- 
after increase so rapidly that the means of sub- 
sistence would outstrip increases in the birth rate. 
Nor could he envisage the new impetus to popula- 
tion growth that came into being as a result of 
medical science, which in the last half century has 
virtually eradicated some of the most virulent di- 
seases that formerly killed off a large percentage 
of the world’s infants and children before they 
reached maturity — extended the life expectancy of 
young and old — and pushed the birth rate and 
population trend into a new high. (Maybe we will 
have to look to outer space after all.) 


The Other Side of the Picture 

Barring a global atomic war, which would cer- 
tainly solve the population problem, the current 
trend, if left unchecked, would create havoc the 
world over, spreading the poverty and resulting in 
a lower standard of living for the “have” countries, 
with famine and starvation the unhappy fate of 
millions in the “have-not” countries that would rap- 
idly decimate the populations. 

It is unlikely, however, that the modern world 
will idly stand by and permit this to happen. Man 
created this monster — and man will have to come 
to grips with it. The action of the law of self-preser- 
vation will make it necessary to solve this gigantic 
problem in this modern age in which we are all 
closely bound as neighbors. 


Some Solutions 

Unfortunately, even the experts disagree on the 
proper solutions. One avenue is closed, however. We 
are not going to return to the period in which di- 
sease and starvation regularly carried off a large 
part of the world population. The alternative sug- 
gested in many quarters is birth control, a subject 
highly loaded with emotional connotations since it 
violates many of the world’s leading moral and reli- 
gious principles. 


The Picture Presents a Challenge 
— But Not An Insurmountable One 

The problem has to be resolved, however, within 
a framework of time. What is going to happen in 
the next twenty, or fifty years, not merely concerns 
us but is part of our responsibility. It is interesting 
but hardly profitable to speculate upon developments 
a century or more hence. 

Although an unchecked population growth can 

















have uncomfortable, even dan- 
gerous, consequences, within 
the lifetime of most of us read- 
ing these pages, the outlook 
does have some redeeming fac- ‘ 
tors. First of all, our produc- — 
tive capacity, on top of its enor- 
mous expansion in the past 
century, is likely to continue to 250 
grow at an accelerated pace. In 
our own country, at least, some 
of our greatest problems con- 200 
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Again, in a world sense, 
space itself is not yet a press- 
ing problem. Sparsely settled 
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areas of reasonably hospitable 
climate can still be found in many spots on the globe; 
the outstanding example is the continent of Aus- 
tralia where, in an area of nearly three million 
square miles — roughly the size of the United States 
— a mere ten million inhabitants reside. If means 
can be found to make the deserts, jungles and sub- 
arctic regions habitable, then population pressure 
will have a ready outlet for more than a century 
to come. 

It must also be recognized that the birth rate, 
irrespective of deliberate control, can undergo mys- 
terious changes. The sharp in- 
crease in the birth rate in the 
United States since 1940 was, 
in fact, entirely unexpected and 
contrary to the predictions of 
the population experts of the 
*30’s. It is conceivable that as 
sudden a shift in the opposite 
direction might occur. 


AFRICA 


NORTH AMERICA 
Canada 
Population Problems Are Local— 


Not Universal 


Mexico 
United States 


SOUTH AMERICA 


The problem to be faced \ 
Argentina 


with our lifetime is, accord- 
ingly, not yet an insufficiency 
of resources in terms of world 
population but a complex of 
local pressures, irruptions into 
nearby “vacuums”, and ten- 
sions between states. To show 
the extreme variety in the pre- 
sent population picture let us 
glance briefly at various stra- 
tegic areas of the world: 
Australia: This sparsely po- 
pulated nation is quite con- 
scious of the great temptation 
— temporarily defeated in 
World War II — that it repre- 
sents as an outlet for the teem- 
ing hordes of Asia, and in con- 
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Germany (a) 
United Kingdom 


WORLD TOTAL 


220 








Bs esctinniaiencidscaniacnenes 





tion policies remain largely a 
mystery to us, but the indications are that this dic- 
tatorship will continue to foster maximum popula- 
tion growth as a deliberate tool for the overrunning 
and colonization of neighboring areas. 

India and Ceylon: These states are also finally re- 
cognizing the dangers of excessive population 
growth by setting up birth control clinics, but be- 
cause of the vast areas and low standards of educa- 
tion, results are likely to be slow. Accordingly, India 
presents one of the most alarming specters of over- 
population. 


Population Estimates For Leading Countries 


(Thousands of persons) 

1970 
33,500 
39,600 
19,200 


1965 
29,500 
36,800 
17,000 


1960 
26,000 
34,000 
15,200 


1955 
23,000 
31,300 
13,700 


15,900 
29,700 


17,600 
34,200 
179,000 


19,300 
39,600 
191,000 


20,800 
45,900 
204,000 


19,300 
59,200 
12,700 


21,300 
67,100 
14,300 


23,200 
76,700 
16,200 


25,200 
88,200 
18,600 


654,000 
417,000 
89,300 
95,100 
92,200 


720,000 
456,000 

98,300 
102,000 
102,000 


799,000 
504,000 
109,000 
109,000 
114,000 


122,000 
116,000 
128,000 


44,500 
49,500 
73,000 
51,600 
215,000 


2,910,000 


45,900 
51,300 
75,200 
52,400 
234,000 


3,180,000 


47,400 
53,500 
77,700 
53,700 
254,000 


3,480,000 


49,100 
56,100 
80,500 
55,500 





Estimates by the United Nations — medion assumptions, 
(a)}—East and West Germany combined. 
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Southeast Asia: For some reasons not entirely clear, 
the small countries of Burma, Siam, Laos and Cam- 
bodia are underpopulated, at least by Asiatic stand- 
ards. Geographical proximity confronts them with 
the active threat of ethnic invasion from either 
India or China. 

Egypt: On an overall basis this Near Eastern state 
has only a moderate population density of about 60 
persons per square mile; comparable with lowa. 
But since for practical purposes only the valley of 
the Nile, about 20,000 square miles, is habitable, the 
population pressures are extreme. The same situa- 
tion is characteristic of other Arab states. Only some 
scheme for the large-scale colonization of the deserts, 
not practicable in the visible future, will avert ex- 
plosive solutions here. Indeed, the current troubles 
in the Near East are at least partly due to excessive 
population. 

East Africa: Various co- 


of schools and utilities, air and water pollution and 
the like. It is also often unpleasant to see woodland 
areas where we played only a few years ago turned 
almost overnight into housing developments or fac- 
tory sites. But these are not population problems in 
the true sense. 

As a matter of fact, our growing population 
should be an economic asset. It is neutral in the 
sense that it creates new markets in approximately 
the same ratio that it adds to productive capacity, 
but as it allows greater specialization of labor and 
justifies manufacture on a larger scale it brings 
positive benefits. It is somewhat superficial, how- 
ever, to speak sweepingly of the expected overall 
increase in our population. Significant differences 
will occur among various age groups. These are too 
complex to discuss in the present article, but deserve 
careful analysis by businessmen. The chart on this 

page shows some of these 





lonies in this area are 
quite suitable for Euro- 
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and the means of solving 
them differ widely from country to country. In this 
connection two questions confront us here in the 
United States: first, how are we going to solve our 
own population problem; secondly, what responsi- 
bility should we take for assisting other countries 
with more dangerous population overloads. 


The Population Outlook for the U.S. 


> The first question can be disposed of quickly. 
Except in strictly localized areas we do not have a 
population problem as yet and are not likely to face 
one within the intermediate future. Our population 
density of 58 per square mile — or about 48 if 
Alaska is brought into the picture — is still insigni- 
ficant contrasted with Japan’s 650, Italy’s 408, 
India’s 320, or even Ireland’s 110. True, we do have 
many vexations brought on by the growth or mob- 
ility of population: highway congestion, shortages 
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The chart above is based on U. S. data. 


population has been 
chronic for decades, but the settlement of the New 
World has provided a handy safety valve. Rapid in- 
dustrialization has also eased pressures that seemed 
dangerous at the conclusion of World War II. 

It is primarily in Asia, and particularly in China, 
India and Indonesia — that we encounter almost a 
dead end in the quest for solution of the population 
problem. The correctives mentioned above will oper- 
ate only over the long run. Population pressures 
in the countries named are immediate and becoming 
more aggravated every year. The situation is bound 
to get worse before it gets better. 

In theory, a simple answer to overpopulation in 
Asia would be the mass migration of these peoples 
to sparsely settled countries such as Australia, the 
Central African Federation, Brazil and Canada. In 
practice this process is out of the question, simply 
because the White nations would resist any tides of 
oriental immigration. (Please turn to page 266) 
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THE REVOLUTION IN 
NEW and BASIC FUELS and the 


COMPANIES INVOLVED 


— Where commercial usage is near 
—and where it is still far off 


By OWEN ELY 


HIS is a story of the fabulous mental resources 
, man that are being turned to find ways and 
means to care for the masses emerging into the 
light, and for the millions still unborn. Yet we seem 
barely to be moving fast enough to meet world de- 
mands for energy, increasing at an enormous rate, 
stimulated by mounting populations and the ambi- 
tions of “have not” nations to build needed industry 
quickly. 

Because of the high costs of transporting coal, 
foreign countries are turning increasingly to oil, 
and other newly developed fuels. ® Texas companies 
are shipping frozen or liquified gas by a special ship 
to England and eventually such gas (although highly 
dangerous to handle) may be used in New England 
and some other areas, replacing gas formerly trans- 
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ported by piplines. ®Italy is now using volcanic 
steam to produce power, and Pacific Gas & Electric 
is building a new plant to do this. ®In the Orient, 
solar energy may soon be used to help the poverty- 
stricken masses cook their meals; in other countries 
high temperatures obtainable from concentrating the 
sun’s rays may be used to heat homes, melt refrac- 
tory metals, etc. 

Backward nations in the Orient and Africa are 
now exploiting their extensive hydro resources. Huge 
dams are being built or planned in various parts of 
Africa and Asia and should aid the economic growth 
of these areas. 

In the United States, however, the period of ex- 
ploiting hydro resources is drawing to a close, the 
best sites having been developed. Congress has spent 
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$3 million to investi- 
gate the possibilities 
of reinstating the 
“Quoddy” project for 
harnessing the huge 
tides in the Bay of 
Fundy near the Cana- 
dian border; the pre- 
liminary report is that 
the project could be fi- 
nanced with 244% 
money. But even Gov- 
ernment money now 
costs 5%! 

Hence, in the United 
States the problem of 
producing more ener- 
gy is currently a con- 
test between the three 
“fossil fuels” —and fol- 
lowing are the changes 
in the annual con- 
sumption of these en- 
ergy fuels (including 
energy derived from water power) in recent years: 





1946-50 1958 Pre- 

Average liminary Change 
EE 44% 24% —45% 
ewe 35 42 +20 
RPE SES SESE Eee ne 17 30 +76 
Water Power .......... 5 4 —20 

Total Energy........ 100% 100% 


Our Fuel Resources and Problems 


The gain in U.S. electric output continues to 
exceed population growth by a ratio of two to three 
times. As a rule of thumb, the electric utility indus- 
try doubles every decade, though this rate of growth 
was considerably exceeded in the earlier postwar 
years. Due to the continuing increase in residential 
use of new appliances, the gradual gain in electric 
house heating, and the expanding industrial use of 
automation, there is little reason to doubt that the 
need for electricity will continue to grow at a rapid 
rate. 

Thus the demand for fuels to operate steam gen- 
erating plants will also continue to increase. But the 
steady rise in the field price of gas in recent years 
now threatens to swing some industrial users back 
to oil or coal. In fact the bituminous coal industry, 
which languished for a number of years, now fore- 
sees a bright future due to the increasing demands 
for electric generating plants; some of these plants 
are being built at or near the mine mouth to save 
freight costs. Oil and gas remain in close competition 
in some areas for use as boiler fuel by industrial and 
utility companics, and slight changes in price will 
swing consumption from one to the other, with many 
boilers taking two or even three kinds of fuel. 


Federal Power Decisions and High Money Rates 


Over the past two years, Gas producers have suf- 
fered from inept and dilatory regulation at Wash- 
ingten by the Federal Power Commission. The Com- 
mission recently issued an unfavorable decision in 
the El Paso case, and other key decisions are now 
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said to be on the way. Better regulation could be 
provided by Congress, but the twice-vetoed bill to 
clear up the muddle can hardly be revived in the 1960 
election year, so that the issue between producers 
and distributors will doubtless be resolved in 1961 or 
later. 

But despite this handicap and the obstacle of high 
money rates, new pipeline projects, such as Mid- 
western Pipe Line and Southwestern Pipe Line are 
being financed and readied for construction. With 
drilling for gas and oil slowing down in the United 
States, we have turned to Canada. Midwestern Pipe 
Line will bring gas from Alberta to service Mich- 
igan, Wisconsin, Minnesota. E] Paso Natural Gas is 
already bringing gas from the Peace River District 
to the Pacific Northwest. Pacific G. & E. is seeking 
permission to build another line in this area to sup- 
plement the dwindling supply of gas for California 
utilities. 


Meeting Atomic Energy Problems 

Meanwhile research continues in the atomic en- 
ergy field, in the effort to produce an economical 
generating plant without sacrificing any needed safe- 
ty precautions. The danger of radioactive fallout has 
been so widely advertised that the utilities have had 
to build massive domes, and provide other costly 
methods for protecting the countryside if one of the 
generators should get out of control. This has in- 
creased construction costs (along with rising con- 
struction wages) and in most cases has substantially 
increased original cost estimates for atomic power 
plants. This in turn has raised the estimated cost of 
producing power and threatens to postpone the time 
when atomic energy will become fully competitive 
with “fossil fuels.” 


Rivalry on Atomic Reactors 

While there are a number of different, highly 
technical methods of constructing atomic reactors, 
the two most competitive designs are the pressurized 
water reactor sponsored and built by Westinghouse 
Electric, and the beiling water reactor developed and 
favored by General Electric. Several years ago, claims 
were made that the boiling-water plants would be 
competitive, but now this claim has been modified. 
A small competitive reactor built in California 
proved so successful that Pacific Gas & Electric is 
building a 50,000 kw plant along similar lines, in 
one of its outlying areas; it is said that this new 
plant will be competitive with the high fuel costs in 
this particular area. 

The real test of the boiling-water reactor may 
soon develop at Dresden, Illinois where GE has com- 
pleted a big (180,000 kw) atomic plant for Commen- 
wealth Edison and an associated group of utilities. 
GE states that the plant is being completed ahead of 
schedule and (what is harder to believe) at some- 
thing less than original cost estimates. The Dresden 
Plant “went critical” recently—science jargon for 
the beginning of experimental operation. Commer- 
cial operation will begin around next June, and by 
that time we may know more about operating costs. 


High Cost of Atotmic Plants 


Capital costs—usually taken at about 15% of cost 
of construction—are inevitably higher for atomic 
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power, since with their massive construction they 
cost perhaps two to three times as much as large 
fuel generating plants. 


Westinghouse Electric’s pressurized water type of 
reactor has generally seemed to be a high-cost pro- 
ducer. Certainly this was true of the only big plant 
now operating for commercial use, the Shippingport, 
Pa., plant built largely by the AEC and now being 
used by Duquesne Light. This initial plant was 
apparently built “like a watch” without much regard 
for expense, and the cost of power is many times 
more than that of adjacent coal-burning plants. 

But doubtless Westinghouse has made considerable 
progress in reducing costs since it designed Ship- 
pingport (which was modeled somewhat after the 
successful submarine reactors). In any event Frank 
K. Pittman, Director of the Atomic Energy Commis- 
sion’s Reactor Development Division, recently told 
the Atomic Industrial Forum that of six potentially 
competitive reactor systems, the pressurized water 
reactor could “do it soonest and easiest.” He indi- 
cated that it might take some $20 million for re- 
search and development to make this reactor com- 
petitive with conventional power systems in areas 
such as New England where fuel costs are high. 

He also thought this could be done in the “near 
future” without building prototype reactors. He said 
that such a reactor in a large plant (300,000 kw) 
could produce power now at 9.28 mills per kwh; and 
by spending the additional $20 million the cost would 
be cut to a more competitive 7.81 mills. 

Westinghouse Electric itself claims that a 330,000 
kw plant could produce at 7.3 mills. The cost of the 
plant is reported at about $68 million, compared 
with the $100 million cost for Consolidated Edison’s 
plant at Indian Point which would have smaller 
capacity. These figures seem a little difficult to ex- 
plain unless some radically new methods have been 
developed. 

On the other hand Mr, Pittman claimed that the 
GE boiling water reactor would also need $20 million 
more in research funds and would also require a $25 
million prototype reactor before it could reach a 
competitive level; and this type of plant would re- 


quire some five years or more to construct. 


Much Still in Experimental Stage 


Other systems would need even more time and 
money to achieve competitive status. John A. 
McCone, Chairman of the AEC, apparently sup- 
ported Pittman’s views when he stated that the 
costs of nuclear power “now being indicated to us 
are sharply lower than those estimated as recently 
as one year ago.” These conclusions seem rather 
encouraging—but were perhaps designed to lift the 
spirits of manufacturers of atomic reactors, who 
have been reported discouraged by the drab outlook 
for their product. 

Progress is being reported with research to de- 
velop fusion of light elements to produce power (the 
principle of the hydrogen bomb and the heat of sun 
and stars, as contrasted with fission, currently used 
for atomic power). The technical problems for con- 
trolling and handling the enormous energies of the 
hydrogen atom have seemed almost insuperable, al- 
though research laboratories here and abroad have 
already produced temperatures of five million de- 
grees or more for a fraction of a second—about 100 
million degrees seems necessary to trigger the fusion 
process. 

Recently scientists at the Los Alamos Laboratory 
have developed two new devices which represent con- 
siderable progress: (a) a magnetic gun which will 
force a beam of heavy hydrogen particles into a mag- 
netic field in the container, and (b) a new shape for 
the container (called a magnetic bottle) which will 
help keep the gas or plasma under better control and 
away from the walls of the container. 


The New Fuel Cell 


In the meantime, rapid progress is being made on 
another scientific front—the development of the fuel 
cell. This device is based on the same general prin- 
ciple as the battery used in a flashlight or the bigger 
one used to make electricity in an automobile, but 
is far more efficient. It employs chemical reactions 
to produce electricity, eliminating the intermediate 
steps of (1) generating heat, (2) producing steam 
and (3) using steam power to turn a dynamo. 























LABORATORY MODEL of a simple fuel cell reacts hydrogen 
with the oxygen in air. Hydrogen is generated in jar at right by 
dropping water onto calcium hydride. The gas then flows through 


224 





carbon tubes in a block of Lucite, where it reacts with an electro- 


*lyte. The electrolyte in turn reacts with the oxygen that diffuses 


into other carbon tubes. The power output of the cell is three watts. 
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ELECTRIC POWER FROM THE ATOM 


Picture on left shows a scale model of a large, 
atomic-powered, electric generating plant. 


Potential efficiency of the fuel cell is estimated to 
range between 45% and 75% (because there is no 
wastage of heat and virtually no moving parts) com- 
pared with a maximum of 40% for steam generating 
plants, gas turbines, etc. 

To take advantage of this potential, however, it 
is necessary to speed up the reactions in the cell, so 
that it will produce some ten or fifteen times as much 
power in relation to weight as ordinary storage bat- 
teries now produce. Ways and means of doing this 
are now fast being developed. Francis T. Bacon of 
the University of Cambridge in England has devel- 
oped a fuel cell which produces six times as much 
power as the ordinary low temperature battery. 
General Electric, Universal Winding and Lockheed Air- 
craft are interested in the British cell and are work- 
ing to develop it. 

Meanwhile Allis Chalmers has harnessed over 1,000 
small fuel cells together to power a full-sized tractor. 
Propane is brought into the cells by a system of 
tubes, where it causes an electro-chemical reaction 
producing direct current of electricity to operate the 
tractor. In a few years this new fuel cell may be run- 
ning cars and trucks and powering airplanes and 
ships. It may also become useful later on in power 
plants, although the cell must operate at very high 
temperatures for this purpose, involving new re- 
search problems. 

Claims For the Fuel Cell 

The fuel cell may however prove valuable (even 

now) for storage of power in big generating plants. 


It might also be of value in the development of solar 
power, raising the present efficiency of solar bat- 
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Picture at right is a model of a thermal reactor 
for a Belgian atomic power plant. 


teries or solar boilers from 10% to around 25%. Fuel 
cells might also be used in atomic power plants to 
store electricity during the night (or other periods 
of low demand). The atomic reactor could produce 
the power to separate water into hydrogen and oxy- 
gen, and later these elements could be combined in 
the fuel cells to produce electricity. 

Recent advances in fuel cell research have been 
expedited by discoveries in “solid state physics” and 
the development of new catalysts (chemical triggers). 
These have helped to break down the old limitations 
of standard batteries in developing adequate power. 
Many companies are now working on various types 
of fuel cells and are concentrating on the best fuel 
to be used, and the best methods of putting materials 
together. While the fuel cell has certain disadvant- 
ages, on the other hand it promises much greater 
efficiency, minimum maintenance, simplicity of de- 
sign, elimination of smoke and noise, etc. 


Companies Involved 


The hydrogen-oxygen fuel cell is being pushed by 
General Electric, National Carbon, Universal Wind- 
ing, Electric Storage Battery, Allis-Chalmers, Chrys- 
ler, and the Army Signal Corps. Similar work is 
under way in Germany, Britain and Russia. Curtiss- 
Wright, Lockheed Aircraft and Consolidation Coal 
are working on other types. Mine Safety Appliance 
Research Corp. is working on a regenerative fuel 
cell but this requires very high temperatures (which 
might be obtained through solar power). Other com- 
panies in the field are National Carbon, Aero-Jet- 
General, RCA, Dow Chemical, Westinghouse, Ford, 
and Standard Oil-(N.J.). END 
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HEN you pick up your newspaper and read: 

“Cuba seizes sugar plantations . . . Venezuela 
slaps retroactive tax on oil company earnings... 
Brazil again devalues the Cruzeiro — grabs the meat 
packing plants — then gives them back again . 
Indonesian civil war flares up near oil wells,” you 
realize at once the impact that these destructive 
forces are certain to have on the well-being of the 
individual countries. 

Such reports might well discourage both com- 
panies and individual investors pondering foreign 
commitments were it not for other significant head- 
lines that proclaim: Colgate’s foreign sales approach 
half of total... Chrysler buys 25% interest in Simca 
...Dresser opens new factory in France — clearly 
indicating that in making foreign investments like 
in everything else — discrimination is of the es- 
sence! These particular instances show a leaning 
toward the newly rich European countries, which is 
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DISCRIMINATION ... 
The essential in making 
investments abroad 


— Companies that are highly successful 
— those that are not —and why 


& Problems of a world in transition . 
—regimes of revolutionary leaders—where risks are great 

> Dynamic Europe after 10 years of industrial transformation . . . sales 
to populations with higher living standards vs. low income masses 

& Various plans for operating in foreign countries . 
minimizing risks through employment of nationals . . 
margins—and expanding export markets 

& U. S. companies now deriving substantial portion of income and 
profits from foreign operations 

> Countries where greatest security exists for American enterprise 
—where adventure is the keynote 


- i “ haps y died . : 


~_—— — 


. . the end of colonialism 


. . companies 
. higher profit 


By ROBERT B. SHAW 


based on the evident belief that the calculated risk 
involved is justified in lands where individual income 
is high, and where rising and expanding purchasing 
power potentials exist. 

The simple fact is that the success reported by 
major companies, and a strong sense of adventure, is 
stimulating the interest of American businessmen in 
a way that is increasing U. S. investment abroad by 
leaps and bounds, this year, after a set-back in re- 
cession-restricted 1958. In once remote foreign lands 
the American businessman is becoming a more fa- 
miliar figure than the American missionary. 

Exports last year, although down sharply from 
the 1957 peak, exceeded twenty-two billion dollars. 
But this is far from the full measure of domestic 
participation in foreign trade, for an increasing num- 
ber of companies are establishing their own affiliates 
or subsidiaries abroad, frequently even consolidating 
their operating results in their own financial state- 
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ments. It would be risky to hazard a guess as to the 
proportion of domestic corporate income derived 
from foreign sources, but this could well approxi- 
mate 7% or 8%. More significantly, a number of the 
most rapidly growing companies derive a very much 
larger proportion of their earnings from foreign 
operations. 

Why are so many American Companies expand- 
ng their international operations? What are the 
‘isks involved? What are the best methods for pene- 
tration of foreign markets? 

To be sure, American investment abroad, even on 
i large scale, is not new. But in the past, emphasis 
was upon raw material sources: crude oil, ores, rub- 
yer, animal and vegetable fibers, tropical produce. 
[he control of such supplies was often a matter of 
1ecessity, not of choice. Today, the major effort is 
to win markets abroad. In the present article we will 
ass over the companies whose foreign activities are 
1imed primarily at raw material supply and con- 
‘entrate upon those which 


in many foreign countries than in the domestic mar- 
ket. This, however, is a picture that can change rap- 
idly, either as other international companies or new 
local ventures are attracted to the same market. 


Americans Benefit From End of Colonialism 
and other Limitations 

In many cases American companies have been as- 
sisted in their entry into foreign markets by the 
removal of former artificial barriers. The trade of 
the ex-colonial countries was normally dominated by 
their ruling states in Europe, particularly England, 
France and the Netherlands. The loosening of the 
colonial bonds has likewise broken the tariff prefer- 
ences and other privileges which kept the markets 
of those countries “‘off limits” to American manufac- 
tures. The ghost of imperialism can even act as a 
positive aid to American salesmen, for some newly 
independent countries prefer to break away entirely 
from the trade relationships in which they were 
formerly enmeshed. 
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Common Market. Small 
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portant new markets. 


Richest Market is in Europe 

Population growth is not, of course, identical with 
a rising standard of living; it may even have a con- 
trary effect. Nevertheless, the per capita standard 
of living is improving in most countries, slowly in 
Asia and South America, a little more rapidly in 
Africa, and at an accelerated pace in Japan and west- 
ern Europe. In the latter area the changes within a 
few brief years are clearly visible to the many 
American visitors. The Italian or Frenchman who 
was formerly content to have a bicycle can now as- 
pire to ownership of an automobile, while appliances 
like refrigerators, long familiar in this country, are 
beginning to approach a mass market in Europe. 
Population growth alone does create wider markets, 
and when this is accompanied by an improvement in 
living standards the resultant sales opportunities are 
substantial. In these areas the market for consumer 
products is very much further, indeed, from the satu- 
ration point than at home. 

For some types of products, particularly those 
based upon research or intricate manufacturing pro- 
cesses, competition will be considerably less intense 
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still offer lower income tax 
rates than the United States. Even abrupt increases 
in local tax rates, as long as they do not exceed the 
52% levy prevailing here, are no handicap, as the 
foreign tax is an offset against the domestic tax. 
In limited instances, as for “Western Hemisphere 
Corporations,” American businesses operating 
abroad also get a tax break under our domestic law, 
and additional advantages are being proposed peri- 
odically, as part of the device to substitute trade for 
aid. 
The Magnet of Lower Labor and Material Costs 


Most important to those companies that establish 
their own manufacturing plants abroad are the lower 
labor and material costs. Foreign governments wel- 
come this form of expansion, as it contributes to 
local employment and greatly reduces the drain on 
valuable foreign exchange reserves. All of the pro- 
duction costs of the local plants remain in the coun- 
tries where they are domiciled except the profit ele- 
ment, and even much of this may be reinvested. Of 
course, the shifting of American manufacture into 
foreign plants can have an adverse effect upon our 
own economy — but that is a different story. 
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Companies like Dresser Manufacturing and Bur- 
roughs now not merely manufacture for local mar- 
kets in their European plants, but are increasingly 
shifting orders originating in many parts of the 
world to those same plants. This will bring at least 
some profit back to their stockholders in this coun- 
try, whereas the business would probably have been 
lost entirely if they could not have handled it else- 
where than in their high-cost domestic plants. 

These advantages, briefly summarized, add up to 
a considerably wider typical profit margin in the 
foreign field than in the United States. The average 
annual return on American companies’ net invest- 
ments abroad approximates 16%, a rate about 50% 
higher than on domestic properties. This generalized 
figure can be emphasized by a few specific examples. 

In 1958 Colgate-Palmolive reported $271 million 
of domestic and $263 million of foreign sales. How- 
ever, net income of $7,180,000 from domestic oper- 
ations was exceeded by $8,131,000 of dividends re- 
ceived from foreign subsidiaries, beyond which those 
subsidiaries added $5,855,000 
to their surplus. These sales 
and earnings originated re- 
spectively from domestic 
plant, equipment and net cur- 
rent assets of $162 million vs. 
only $90 million similar assets 
located abroad. 

National Cash Register, which 
likewise neatly distinguishes 
between foreign and domestic 
results, reported foreign sales 
of $152 million — 39% of its 
total — in 1958, on which it 
earned $7,753,000. By con- 
tract, the company earned 
only $8,831,000 on its $242 
millions of domestic sales. 
Sears Roebuck, which has ex- 
tended its operations into Lat- 
in America in recent years, 
received in 1958 from its un- 
consolidated subsidiaries in 
Cuba, Mexico, Venezuela and table. 

Brazil, despite exchange diffi- ! 

culties in the latter country, 

dividends amounting to 7.5% of the sales volume for 
the same subsidiaries, considerably better than its 
overall profit margin of 4.25% on its domestic oper- 
ations. 


PFIZER 


UNION CARBIDE 


ALLIS CHALMERS 


The Other Side of the Picture 

But up to this point we have told only half the 
story. It must be admitted plainly that foreign 
operation entails additional risks not encountered at 
home. As bad news always travels more rapidly 
than good, it will not be necessary to enlarge upon 
these. The confiscations of plantations in Cuba, the 
arbitrary reduction of utility rates there and in 
Brazil, the artificially manipulated exchange rates 
in various countries, the burdening of management 
with redundant labor, the riots and civil wars, all 
speak for themselves. Even some countries which 
are friendly to American investment nevertheless 
suffer a severe dollar shortage which compels them 
to place rigid restrictions upon imports. And even 
where disorder is unusual and government stable, 
a widespread tendency persists towards the gradual 
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Additional Major American 
Companies Which 
Derive Income From Abroad * 


DRESSER INDUSTRIES 
CHICAGO PNEUMATIC TOOL 20% 
AMERICAN HOME PRODUCTS 


AMERICAN CYANAMID 


WESTINGHOUSE ELECTRIC ... 8% 
GENERAL ELECTRIC 
Data not comparable for all companies as some 


include, some exclude Canada as “foreign” market. 
* Companies which are not listed in the main 





socialization of industry. 

These risks cannot be disregarded. Whether the 
expected higher profit margins compensate for them 
is a question which management in the first in- 
stance, and then investors in such enterprises, must 
decide for themselves. 

Nevertheless, it is an error to view the entire 
foreign field in a common light. Conditions vary 
widely from country to country. ® Western Europe, 
South Africa, Australia and Japan are secure and 
stable. Some of these areas are, to be sure, closer to 
“trouble spots” than we are, but distance by itself 
no longer gives much protection. ® The huge sub- 
continent of India also offers relatively favorable 
conditions, although the government undeniably 
leans to the left. ® Latin America tends toward 
instability, and caution in making commitments in 
this area would be only wise. ® Central Africa, just 
emerging into independence, remains a question 
mark, and only very high returns could justify 
large-scale investment there. 


In This Revolutionary World 


Certain types of invest- 
ment, it should also be noted, 
are much more vulnerable to 
confiscation or damage than 
others. @ Mines, oil fields, ex- 
tensive plantations, railroads, 
utilities are always readily 
visible targets for national- 
istic outbursts, and are abso- 
lutely immovable. Once large 
amounts of money have been 
sunk in such properties the 
owners are at the mercy ot 
the local governments. @ In- 
dustries which rely upon 
much larger proportions of 
working capital, or are based 
upon research, special skills or 
- complex but light machinery, 
are in a much safer position. 
@ Examples are the retail 
chains, drug and chemical 
companies, and office equip- 
ment manufacturers. Where 
turnover of any company’s assets is relatively rapid, 
both the risks to the investors and the temptation on 
the part of local governments are substantially re- 
duced. 

Minimizing Problems By Diverse Methods 

Again, there are methods of operation in foreign 
markets that improve opportunities and local atti- 
tudes. The advantages of the establishment of manu- 
facturing rather than merely of sales outlets have 
been mentioned. The joint venture, steadily becom- 
ing a more popular device (Magazine of Wall Street, 
August 15), helps to solve many problems of foreign 
operations and also usually clothes the enterprise in 
a native guise. 


% of Sales From 
Foreign Sources 


18% 
18% 
15% 
10% 


Case Histories 


Several brief case studies of companies that have 
“gone international” on a large scale will illustrate 
both the problems and opportunities of this policy. 


Pfizer as recently as 1950 had not a single prod- 
uct being produced outside of the United States. 
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Statistical Data On Companies With Large Foreign Interests 


Company 


Sales To 


1958 Total 
(mil.) Sales? 


CATERPILLAR TRACTOR 
COLGATE-PALMOLIVE 262.7 49 
CORN PRODUCTS 
EASTMAN KODAK \. 231.1 28 
INTERNATIONAL BUSINESS MACHINES 1,417.4 245.7 18 


1,438.0 


179.0! 28 


INTERNATIONAL HARVESTER 339.7! 23 
206.6 56.0 27 


20.4% 41 


rr 
MERGENTHALER LINOTYPE . 47.5 
NATIONAL CASH REGISTER .................... 393.7 151.7 38 
1,368.5 270.07 207 
433.0 257.0 59 


864.5° N.A. N.A. 


PROCTER & GAMBLE . 
SINGER MANUFACTURING CO. .............. 
WOOLWORTH (F. W.) CO. .... 


*_Includes some World-Wide totals ond 
some d tic unc lidated totals. 

N.A.—Not available. 

1—_Does not include Canada. 





Foreign 
Foreign Sales 


$227.0 38% 


2—Included in parent consol, income. 
3__Includes other income. 
t_1Includes Canada. 
5—Includes_ U.S., 


Foreign 
Foreign Income 
Net Remitted 
Income To Parent 
19587 U.S. Co. 
(Mil.) (Mil.) 


Extend of Foreign 
Interests 


World-Wide. 


N.A. N.A. 
$13.9 $8.1 Western Hemisphere & Continental Europe. 
10.8 9.6 South America & Europe. 
18.4 9.2 World-Wide. 
34.0 8.0 World-Wide. 
19.0 13.6 World-Wide. 
5.5* 2.2 World-Wide. 
1.6 1.1 England, Germany and Italy. 
9.3 8.3 World-Wide. 
World-Wide. 
World-Wide. 


World-Wide. 


17.0 N.A. 
N.A. N.A. 
N.A. 12.1% 


6__Includes British and German 
subsidiaries. 
7 Estimated. 
Puerto 


Canada, Cuba, 


Rico and Hawaii. 


Total foreign sales amounted to only $12 million. 
Today, nine short years later, this leading drug or- 
ganization manufactures its product in 19 countries 
and has 7,000 employees abroad. Foreign sales last 
year amounted to $85 million, or more than the com- 
pany’s total sales the year before it commenced this 
expansion. Pfizer has not hesitated to enter some 
countries of dubious political inclinations, but most 
of its manufacturing plants are located in more 
stable areas, with emphasis upon the European Com- 
mon Market. Pfizer, incidentally, carefully avoids use 


of the word “foreign” — which may have a con- 
descendending implication — in favor of “inter- 
national.” 


In contrast with such a recent entrant into the 
foreign field as Pfizer, Singer Manufacturing is a 
veteran. This one hundred year old company built 
its first foreign plant in Scotland in 1867, and by 
the turn of the century had made its name familiar 
in every remote corner of the globe. As early as 
1913 over a quarter of its machines were sold in a 
single foreign country — Russia — alone. As a 
matter of fact, its success in the foreign field, where 
sales have exceeded those at home in every post-war 
year except 1948 and 1950, apparently led Singer 
to neglect its domestic market. While the company 
is now making a vigorous attempt to modernize oper- 
ations in its major Elizabethport, N. J., plant, an 
important part of the new management’s prescrip- 
tion is to shift even more emphasis on to foreign 
operations. 

Much of the production at the Bridgeport, Conn., 
plant will be shifted to Clydebank, Scotland, and 
Karlsruhe, Germany. The French factory dominates 
the market in that country, and is an excellent posi- 
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tion to capitalize on the European Common Market. 
In other areas Singer is suffering intense competi- 
tion from Japanese and Italian machines, but is 
counterattacking by opening assembly plants, or 
even full-fledged factories, in an increasing number 
of countries. Plants are being constructed or ex- 
panded in Mexico and Turkey, although plans for 
expansion of the present assembly operations in 
Pakistan and entry into India have been blocked by 
political difficulties. Singer has even invaded the 
enemy’s camp by acquiring a 50° interest in the 
Pine Sewing Machine Co. of Japan, although it has 
so far been unable to obtain permission to remit its 
profits from that enterprise back to the parent 
company. 
For the Investor 

So, it must be recognized that foreign investment 
is going to increase both risks and headaches. Never- 
theless, the opportunities are substantial, and would 
appear to justify the risks. Certainly it is clear that 
the unusual success of many companies in the post- 
war era is largely due to expansion of their foreign 
operations. Of course, risks must be selected and ex- 
amined carefully, while protection against the un- 
forseen developments that can always occur can be 
secured by that familiar investment imperative, 
diversification. This rule suggests that any com- 
pany confining its operations to a single country or 
group of countries with common characteristics 
should be avoided, unless the price of its stock very 
substantially discounts the resultant risks. But in- 
formed participation in foreign investment looks like 
good business both for American corporations and 
for alert stockholders. END 
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Washington 











LABOR will continue as Washington’s major head- 
ache until Jan. 25, expiration of the 80-day cooling- 
off period in the steel strike. The President has in- 
dicated his grave concern; Labor Secretary James P. 
Mitchell has indicated impatience with both sides to 
the dispute, but seemingly directs most of his feel- 
ings against Labor itself. Capitol Hill friends of 
Labor are disturbed; fear that Congress will have 
to tackle the job next January, something to be side- 
stepped in an election year. 





WASHINGTON SEES: 


One segment of State Department is now 
definitely moved from the marble pile in Foggy 
Bottom to 1600 Pennsylvania Avenue. Major U.S. 
relations with our European allies, the Asiatic 
bloc, and Russia are now directed by Dwight D. 
Eisenhower, rather than by State Secretary Christ- 
ian A. Herter. The President has lost no confidence 
in Herter, but has gained high regard for his own 
abilities as a diplomat. 

The President is certain that he can do a better 
job, especially in his dealing with friends and 
enemies to the East. Herter continues as top man 
in negotiations with nations of the Western 
Hemisphere, will keep an eye on our good neigh- 
bors to the South. 

lke’s cordial receptions in European Capitals, 
prior to Nikita Khrushchev’s visit to this country, 
engendered the President’s belief that face-to- 
face talks by the Heads of States, rather than by 
subordinates, are the effective way to solve grave 
international problems. 

Khrushchev’s subsequent visit to the United 
States, the Eisenhower-Khruhschev talks in the 
privacy of Camp Davis, added to the President’s 
confidence in himself as a diplomat. The Berlin 
crisis faded, the cold war thawed slightly. 

On his last visit to Europe, the President took 
State Secretary Herter along. Significantly, Mr. 
Herter is not included in the President’s forthcom- 
ing Euro-Asiatic entourage. 
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By “VERITAS” 


ARBITRATION, compulsory and binding, of course, is 
the most talked of solution. Proponents say it is “the 
only way to handle work stoppages in vital indus- 
tries.”” Opponents raise questions of Constitution- 
ality, adding that if not contrary to the Constitution, 
it poses the threat of even more Socialism in a 
Democracy now “far down the Socialist road.” It 
could, they assert, lead to Federal wage and price 
controls—even the despised ration book of World 
War II. It is unwanted by both labor and manage- 
ment. Fear of such legislation might bring about a 
contract before the Jan. 25 deadline, Administrative 
and Legislative branches of government believe. 


FARM surpluses will be another problem for the 
Second Session of Congress to tackle. But the prob- 
lem will not be solved. With a Frankenstein Monster 
to be dealt with, Congress is certain to sidestep the 
issue in deference to the still-powerful farm vote. 
Meanwhile, national farm organizations, including 
the Grange, National Council of Farmer Coopera- 
tives, American Farm Bureau Federation and the 
left-wing National Farmers Union, are pushing for 
more overseas disposal of surpluses—even if we have 
to give them away, or accept sorely depreciated cur- 
rencies in payment. 


PRESIDENTIAL hopefuls are ‘“‘a dime a dozen” accord- 
ing to Capitol City insiders. Formally announced can- 
didates are few, but formal announcements are in 
the offing. At this moment, GOP Presidential pros- 
pects can be counted on two digits of either hand— 
Vice President Richard M. Nixon, and Governor Nel- 
son A. Rockefeller. No less than seven—maybe eight 
—can be named in the Democratic camp. Despite 
public polls, seasoned observers here predict Rocke- 
feller for the Republicans, Stevenson for the Demo- 
crats. “The Rock” will, as did Eisenhower in 1952 
when he won the nod over Taft, be the “hero” to 
displace the poll-popular Nixon. Adlai, because of 
potential deadlocks among seven or more, may be the 
final Democratic choice. Some add that like the late 
ee Jennings Bryan, he will be a three-time 
oser. 
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Cuba and expropriation of U. S. properties there now 
harries our State Department. Castro has moved in on 
several American owned properties—ranches, sugar cane 
plantations, mining developments. At the moment, the bearded 
dictator avoids the term "expropriation," mentions 
“agrarian reform," dashes to a television camera to damn the 
"imperialistic Yangquis," and then goes into seclusion for 
24 to 48 hours. Unmindful of the fact that Cuba's economy is 
based on U. S. purchases of the island republic's Sugar crop, 
Castro whips his followers into a frenzy of Anti-American- 



































investments in Cuba—now around $4 billion. Our own Central 



















































































Intelligence Agency (CIA) is running far behind the 
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_, mercurial Castro. We once intervened down there; maybe we 
will again. Question: Will intervention bring Russian 
intrusion? CIA doesn't know, nor do State Department and the 
White House. We had a not too profitable experience with 
Mexico when that Republic moved in to take over U. S. oil 
os properties there. We did nothing militarily of the AFL-CIO. Management has been on the 
the | on that one ; may do nothing as Castro expro- soft billowy couch too, say Walter Reuther 
us- priates. The difference: at that time Mexico and his IUD aides. They point to company- 
vondl was not 100% dependent upon us for the pur- paid-for hunting lodges, yachts, vacation 
on, ; : resorts, adding that these are only some of 
La chase of an entire national crop; Cuba SinkS 4), wore blatant wastes chargeable to big 
Jt } if we do not buy all of her sugar crop. Bar~ business." Management is highly vulnerable 
nid ring, of course, Red offers of aid, which to "loose talk" about featherbedding, 
ve- cannot be ruled out. Reuther, et al., conclude. 
;o 7 
ive Labor’s Camp Is Divided — this time not a Housing Again To The Fore. Federal Housing 
division between the moguls of labor. The Administration Commissioner Julian A. 
- division is between dues-paying, rank-and- Zimmerman predicts the nation's housing 
»b- filers and the labor moguls. Steel workers are inventory will more than double by the year 
ter out more than 100 days of pay; rail workers 2000. He says that new home starts, including 
he | have suffered; the men who dig coal have been farm units, will reach an all-time high rate 
te. hurt ; retailers serving them all have felt of around 2.5 million annually. He bases his 
ng the pinch. Union membership begins to ques- prediction on an expanding economy, spurred 
oa tion leadership. The answer may hinge on a by population growth and rising living 
or steel contract before January 25. In the standards. He then "hedges" with the 
ve background is the rail-management row over explanation that he assumes there will be no 
ir- "featherbedding," also a problem in the nuclear war, that property values will 
newspaper industry, traveling under the name increase without significant inflation. 
| of "bogus" typesetting. Railroad feather- He also emphasized that his predictions were 
od bedding will be to the fore in Administration not official government predictions, "but 
in and Legislative consideration when Congress my personal views." Meanwhile, the National 
e- | reassembles in January. It is now thoroughly Association of Real Estate Boards has come 
— documented that the make-work practice of out in support of single-family homes for 
I- rail unions is costing the rail carriers rental as opposed to apartment houses. 
° $500 million annually. Rails cannot carry According to NAREB, the relative ease of 
e. | the wasteful burden much longer. The Defense financing, management, and sale makes the 
- Department is gravely concerned __ railroad ownership of single-family homes for rental 
2 | breakdown would severely cripple troop purposes superior to apartment houses for 
to and materiel movements should World War III investors. For too many years now, says NAREB, 
“ come. it has been commonly assumed that for owners- 
™ investors, the multi-unit rental property 
e Featherbedding, has more than one side, has enjoyed a competitive advantage over the 


according to the Industrial Union Department 
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one-family dwelling. All of this is now 
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reversed as family units seek "status," a 
place to rear the children, have a garden 
and other things to increase the value of a 


home. 





Aluminum Stocks may be helped by the report 
that the U. S. Army's newest tank, the M-60, 
is "shot full of aluminum." The innovation 
has heightened cruising range as it lightened 
weight. The new battle vehicle uses about 
3.5 tons of the white metal to replace double 
the amount of steel (an item of worry for the 
steel industry). The M-60 will use aluminum 
road wheels, support brackets, fenders and 
fender boxes, ammunition storage racks, 
fuel tanks. On top of these advantages, the 
new engine, made largely of aluminum, will 
increase cruising range around 35 percent 
and reduce fuel costs by almost a like 
percentage. 


Doctor Shortage is fretting the U. S. 
Public Health Service, arm of the Department 
of Health, Education, and Welfare. HEW 
covers a multitude of educational sectors, 
and admits that the scarcity of Medics now— 
and later—is a pressing problem. It costs 
around four years of study and $12,000 of 
cash to become an engineer; 10 years of study 
and about $32,000 to become a practicing M.D. 
For no money outlay, two to three years of 
apprenticeship, a youngster can take up one 
of the trades to make more money than his 
degree holding contemporaries. 





Right-to-Work law proponents, heretofore 


entered its 75th day. Sen. John L. McClellan 
(D., Ark), who was chairman of the Senate 
Rackets Committee, and had said he would not 
Support a national RTW law, is believed to 
have reversed his position, while Sen. Barry 
H. Goldwater (R., Ariz.) plans to introduce 
RTW legislation early in next session of 
Congress. 

Congressional probe of Internal Revenue 
Service's proposed ruling that advertising 
by electric utilities may be "political 
lobbying" where such advertising is in opposi- 
tion to tax-exempt public power projects is 
now in the making. IRS has called for public 
comment, but has refused to make public 
those comments filed. The move has drawn 
fire from Rep. John E. Moss (D., Calif.), 
Chairman of House Special Government Informa- 
tion Subcommittee of Committee on Government 
Operations. Moss, irked by IRS's cover-up, 
describes himself as "ready, willing and 
able" to go further than a probe of secrecy __ 
may demand Congressional airing of the whole 
advertising expense issue. 












































Atomic Energy Commission has set 2, 000 as 
target year for abundant low-cost nuclear 
generated power; private AEC sources are not 
so optimisic __ say that until control of 
hydrogn blast comes about we will have to 
place reliance on conventional sources __ 
steam and hydro. Meanwhile, AEC plans 
accelerated financial aid to universities for 














research devoted exclusively to atomic- 





electric development. 





working only at State levels, think seriously 
of pressing for a national statute even 

a constitutional amendment which would 
completely negate union shop provision of 
Taft-Hartley Act. As now written, Sec. 14 (b) 
of the law recognizes rights of States to 
nullify union shop contracts within their 
borders. Eighteen States now have RTW 

laws, which have been sustained by Supreme 
Court. Despite severe losses in six States 
during elections of last year, RIW supporters 
feel now may be the time to prepare for 
Support of a National statute. Their encour- 
agement Stems mainly from support by rank- 
and-file union membership across the nation, 
many citing the costly steel strike as 

their reason. National Right to Work Conm- 
mittee, non-partisan organization, with 
Washington headquarters, reports small 
donations __ $1.00 to $5.00 each __ have 
totaled more than $75,000 since steel strike 









































Rigged Television Scandals have thrown Federal 
Trade Commission "into a dither". Never 
very active in monitoring television and 
radio advertising, FIC has more than 
doubled its monitoring staff. Will even 
monitor local programs, especially as Xmas 
advertising swings into full play. FIC 
denies Congressional exposures prompted the 
move ; for some time __ even before Capitol 
Hill hearings __ there has been mounting 
public indignation. Delay is blamed on lack 
of personnel __ difficult to believe in face 
of Civil Service Commission files, bulging 
with more than 200,000 applications for 
Federal employment. The Commission needed 
more than 13 years to successfully prosecute 
one "misleading advertising" complaint. 
This experience may have made FIC wary of 
incursions into air wave ads. 
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AFFECTS OF THE 
SAHARA- 
LIBYA FINDS 
= On Oil Around the World 


By JOHN E. METCALF 


> Strategic importance of North African oil 
development during past two years 

> Exports of up to 100 million tons from Algerian 
Sahara and Libya by 1965 could change 
oil balance 

> Bringing diminishing importance to Middle 
East supplies . . . by-passing Nasser’s 
stranglehold on the Suez Canal 


HE pace of oil discovery in North Africa has 
quickened dramatically within the past year. In- 
deed, we are now witnessing the birth of a vast new 
oil province. If present prospects are borne out, the 
long neglected Sahara Desert may very soon rank as 
one of the major oil-producing areas of the world. 
It was only 4 years ago that the French discovered 
oil in the Algerian Sahara. It lay deep within the 
desert, 400 miles south of the Mediterranean, in an 
area cursed by blinding sandstorms and searing 
130° heat. Foreign oilmen were skeptical, but the 
French proceeded with grim determination to ex- 
plore their find. They were driven to desperation by 
the ever-mounting cost of oil imports. To keep the 
French economy running, upward of 25 million tons 
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of oil must be imported annually at a cost of some 
$300 million in hard earned foreign exchange. 

The first strike at Edjale on Algeria’s eastern 
border was soon followed by successful drillings 
further to the west at Hassai Messaoud. In both 
areas additional test wells proved out, and with two 
promising fields in evidence a real oil boom got 
underway. Large amounts of natural gas were also 
found. Since the same geological formations con- 
tinue eastward into neighboring Libya, oil com- 
panies stepped-up the search there too. Initial 
activity in the Fezzan area bordering Algeria was 
not very fruitful, but just this past summer a couple 
of major gushers were brought in further east in 
Cyrenaica province. These latest finds, only 100 
miles from the coast, guarantee Libya a share in 
North Africa’s oil bonanza. 

The first trickle of oil from the Algerian Sahara 
began reaching France early in 1958. The total will 
be about 114 million tons this year. Utilizing new 
pipelines and pumping stations recently completed 
or still under construction, throughput capacity will 
rise to 10 million tons in 1960 and 25 million tons 
by 1962. Additional facilities already being planned 
are expected to permit production of 50 million tons 
in the Algerian Sahara by 1965. 

Estimates of recoverable reserves are constantly 
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Oil Companies in Algerian Sahara 





COMPANIES WHICH HAVE DRILLED: 


S.N. REPAL—joint enterprise Gvt. of 
Algeria and French Govt. Petro- 


leum Dept. (B.R.P.). 
C.F.P.(A)—jointly—Compagnie 


Francaise des Petroles (85%), and 


several small companies. 
C.P.A.—Royal Dutch-Shell 65% and 


several 
B.R.P. 


French 


companies, 


Approximate 
Concession Area 
(square miles) 


58,000 
(Hassi Massaoud) 
32,000 


(also 
Hassi Messaoud) 


plus 


34,000 


CREPS—Royal Dutch-Shell 35%, and 


several French companies and gov- 


ernment bodies. 
C.E.P.—French Govt. Petroleum Dept. 


50%, plus misc. French companies. 


33,000 
(Edjele field) 


45,000 


CAREP—S.N. Repal 73%, plus private 


stockholders. 


S.N.P.A.—French company. 
OTHER COMPANIES ACTIVE: 
SAFREP—French Company. 
COPEFA/Phillips—joint French-Amer- 
ican ownership. 
PREPA /AFROPEC— joint French-Amer- 
ican (Cities Service) 
PETROPAR /Franco-Delhi—joint 
French-Canadian ownership. 
PETROPAR/Ausonia Mineraria—joint 


French-lItalian. 
PETROPAR/Pan American/Franco- 
Wyoming—joint French-American. 


1,000 
3,000 


30,000 
4,000 
4,000 
1,000 
1,000 
1,000 


SAFREP /Sinclair/Newmont Mining— 
joint French-American. 
Oil Discoveries in Libya 


Well 
TRIPOLITANIA: 
Bahi 
Dahra 
F-1-32 


Bir Tlacsin 
Emgayet 
A-1-26 
Mobruk 


CYRENAICA: 
Zelten 1 
Zelten 2 
Beda 


Amal 


FEZZAN: 
Atshan 


Oued 
Tahana 
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Company 


2,000 


Yield on Test 
(bbls per day) 





Oasis 

(Ohio Oil Co., 
Amerada, & 
Continental) 
Royal Dutch Shell 
Gulf Oil 

Oasis 

Libyan American 
[Texas Gulf 
Producing, W. R. 
Grace and 
Standard (N.J.)] 


Standard (N.J.) 
Standard (N.J.) 
Caltex 

(S.0. Calif. and 
Texaco) 

Socony Mobil 


Standard (N.J.) 


C.F.P. 
(French) 





500 

700 

700 —still 
testing 

650 

750 

“substantial” 

500 


17,500 
15,000 
3,650 


“substantial” 


“non- 
commercial” 
100 





being revised upward; the total for fields presently 
known is conservatively placed at 700 million tons 
of crude oil and at least 750 billion cubic meters of 
natural gas. Already studies are being made to de- 
termine the feasibility of laying an underwater 
pipeline directly across the Mediterranean to 
Europe. 

Oilmen are increasingly optimistic about pros- 
pects in neighboring Libya, but not enough wells 
have been drilled there yet to really size-up the 
potential. However, Libya has an oil law favorable 
to private enterprise, and this has been a factor in 
the step-up of activity here. All the major oil com- 
panies are now prospecting in Libya, plus a number 
of the independents. At least a dozen wells with 
good commercial yields have been drilled so far, in 
widely scattered locations. Many of these discoveries 
have a double advantage over Algerian supplies: 
they are far closer to the seacoast and lie at only 
half the depth below the surface, hence a big savings 
in pipeline and drilling costs. Thus there is good 
reason for assuming that the commercial develop- 
ment of Libya’s oil will at least keep pace with 
neighboring Algeria. 


Significance for Europe 


The significance of these North African oil dis- 
coveries is far reaching. The emergence of a new 
major producing area assures world markets an 
adequate supply of crude oil, despite future upsets 
and political disturbances. Europe, as the world’s 
largest oil importer, sees the day fast approaching 
when its vital fuel supply can not be cut off sud- 
denly as it was during the Suez Canal crisis of 1956. 

Western Europe’s net imports of oil last year 
were more than 130 million tons — 86% of it from 
the Middle East. Almost all of this goes either 
through the Suez Canal or via pipelines exceedingly 
vulnerable to sabotage. As indicated in the accom- 
panying bar chart, Europe’s dependence on the Suez 
Canal has grown phenomenally during the past 
decade. Oil—mostly destined for Europe—now com- 
prises more than 80% of the northbound tonnage 
transiting the Canal. Yet the continued safe passage 
of this vital cargo depends on the whim of one man 
—Nasser. 

Equally important for Europe, and for oil consum- 
ers everywhere, is the effect North African produc- 
tion will have on the world balance of supply and 
demand. Although producing capacity is now some- 
what in excess of demand, consumption is growing 
steadily and could well catch up with existing ca- 
pacity in a few years. Rising Arab nationalism has 
fostered the notion that the West cannot do without 
Middle Eastern oil, and thus the sheiks and politi- 
cians are emboldened to demand ever greater royal- 
ties and benefits. At the recent Arab Oil Congress in 
Cairo, the semblance of a common front against the 
Western oil companies began to appear. Elsewhere 
too there have been difficulties: notably in Vene- 
zuela where the oil companies handed over in good 
faith a record $600 millions in concession payments 
several years ago and have now had retroactive new 
taxes assessed. 

Over-dependence on a few sources of crude oil, no 
matter how bountiful the supply, is bound to bring 
pressure for higher payments. The end result of 
course is higher cost to the consumer, for it is he 
who foots the final bill, not the oil company. Thus 
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there is economic as well as political advantage in 
diversifying operations, and the international oil 
companies hope to strengthen their hand and gain 
a little leverage by developing new sources of crude 
supply in North Africa. 

Another economic benefit from Saharan oil is its 
nearness to European markets. Its pipeline outlets on 
the Mediterranean are 1,200 miles closer than pipe- 
line terminals on the Levant coast for Iraqi and 
Saudi Arabian oil—a time saving of at least six 
days for the round trip by tanker, equivalent to 
about 50¢ a barrel. The round trip advantage over 
the water route to the Persian Gulf is an impressive 
9,000 nautical miles. This geographical advantage 
assures that North African crude production will 
find a ready market in Europe which is over 90% 
dependent on oil imports. 

These large new supplies of North African oil will 
quite likely speed the growth of motor vehicle use 
in Europe, particularly France 


an administrative unit that includes the colonies of 
Niger, Soudan, and Chad to the south. 


French Government Dominant in Algeria 


The French Government has played the leading 
role thus far in development of Saharan oil. Foreign 
capital accounts for only one-quarter of total invest- 
ment there. Following World War II a special gov- 
ernment department was established to direct oil 
exploration in the Sahara—Bureau de Recherches de 
Petrole. BRP, as it was called, was the prime mover 
in formation of half a dozen exploration companies 
combining various government agencies and limited 
private participation. It was the means by which 
vast sums of public funds were channeled into the 
search for desert oil. 

The first company formed was S. N. REPAL, 
owned jointly by BRP and the Government of Al- 
geria. S. N. REPAL, in turn, formed operating com- 
panies in conjunction with vari- 
ous private interests. Companie 





where gasoline at present is heavi- 


ly taxed. The Sahara’s light etn 
weight crude yields far more gaso- ren SUEZ CANAL 
line and less of the heavy distil- 
lates such as fuel oil than does 120 
Middle Eastern crude. But French 110 
petroleum consumption is now on 
heavily weighted by industrial 100 
fuel requirements. To satisfy 
these same needs with Algerian 90 
crude oil, French refineries will 80 
be forced to produce much more 
gasoline than at present. The 70 
French Government has noted 
that increased consumption of 60 
motor fuel will be required to 50 
balance product use, and French 
motorists are presuming that a 40 
reduction in gasoline taxes will be 
forthcoming. This could have 30 
wide reprecussions — increased 20 
auto sales, personal travel, high- 
way construction, etc. 10 

France Looks to the Future Py 

For the French, oil from the 1938 1948 

Sahara is the realization of a long 
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Source: Sver Canal Authority, Official reports 


Francaise des Petroles, the largest 
oil company in France (owned 
35% by the Government), also 
established an Algerian subsidia- 
ry. Until recently, Royal Dutch- 
Shell’s 35% participation with the 
French Government in CREPS 
and 65% share in CPA was the 
only foreign capital involved in 
Saharan oil. The Government was 
unwilling to give foreigners a ma- 
jority interest (Shell’s case was 
an exception), and the oil compa- 
nies were reluctant to invest with- 
out control. 

The initial oil discovery in the 
Sahara was made by CREPS at 
the beginning of 1956. It found 
oil at a relatively shallow depth 
at Edjale near the Libyan fron- 
tier. After this exciting first dis- 
covery, CREPS went on to locate 
three more sizable reservoirs near- 
by. Although more than 75 test 
wells have been put down, the 
dimensions of these four fields 
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cherished dream. In the political 

sphere it is another step toward regaining Great 
Power status . . . self-sufficiency in oil supply, free- 
dom to pursue an independent Middle East policy. 
The economic factors are of greater practical benefit. 
The development of franc-zone oil will put an end to 
the largest single drain on the French balance of 
payments—the foreign exchange cost of oil imports. 
Within five years France may even be a net exporter 
of oil products. 

As for the possibility of eventual independence for 
Algeria, the French do not see this as affecting their 
position in the Sahara. France has been taking great 
pains to point out that for nearly 60 years Algeria 
has been divided into two administrative portions: 
the inhabited coastal area to the north, and the vast 
but empty desert region to the south. For the 
French, there can be no question of self-determina- 
tion for a virtually uninhabited area. Since the be- 
ginning of 1957, the southern territory has been 
split off from Algeria and made part of the Com- 
mon Organization for the Saharan Region (0.C.R.S.), 
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have not yet been established. 
With minimum recoverable reserves placed at 150 
million tons, a 24-inch pipeline to the Mediterranean 
coast is now being laid. It is scheduled for completion 
next October with initial capacity of 8 million tons 
annually, which will be more than doubled by 1962 
when additional pumping stations are placed in serv- 
ice. It is significant that fhis 420-mile pipeline from 
Edjale does not even enter Algeria proper (see map 
on page 233), but instead traverses Tunisia to reach 
the Mediterranean shore. 

Half a year after the initial success at Edjale, the 
rich Hassi Messaoud oilfield was found deep beneath 
the sands of the Central Sahara. The discovery well, 
which took six months to drill, was completed at a 
depth of more than 11,000 feet. Despite the high 
drilling costs at this depth, the Hassi Messaoud 
field has received the greatest attention because of 
its vast size and good yields. More than 40 producing 
wells have been put down, but delimitation of the 
field is by no means complete. Estimates of recover- 
able reserves range from (Please turn to page 262) 
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PART TWO 


Weighing Sharp Contrasts in... 


1959 
THIRD QUARTER 
EARNINGS 
REPORTS 


By WARD GATES 


> What factors other than the steel strike show up in the 
background of current earnings—and their signifi- 
cance for the rest of 1959 into 1960 

Has the rapid rate of profits growth passed its peak? 

Varying status of the individual companies 


OW that the vast majority of important corpo- 

rate third quarter earnings statements have been 
released it is apparent the rapid rate of profit growth 
over the last twelve months is at an end. Only time 
will tell whether the cause is as simple and specific 
as the steel strike, or whether something more basic 
has occurred to cut back the rate of growth, but that 
it has been cut back is incontrovertible. 

All in all, earnings of large companies are down 
approximately 30 percent from the second quarter 
of this year, a drop which constitutes a dramatic 
reversal of the steadily upward trend that has been 
in progress since the third quarter of last year. 
Moreover, this year’s advance over the comparable 
period of 1958 appears to be no more than 5 percent, 
far below the rate at which previous quarterly earn- 
ings were advancing over the same periods of a 
year ago. 

Admittedly the picture is a little brighter if we 
remove steel and rail figures from the aggregates, 
but even under these circumstances the third quarter 
shows a decided slowdown. As a matter of fact three 
out of every five companies reporting are showing 
lower earnings than in the second quarter, and if the 
current trend persists the record will be even less 
impressive in the final three months of the year. 

As pointed out in Part I of this article which ap- 
peared in the previous issue of The Magazine of Wall 
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Street, the usual procedure of releasing nine-months 
earnings tends to mask these adverse trends. Com- 
bined earnings for the year are well ahead of the 
1958 figures, but this is so only because of the ex- 
ceptionally strong first half of the year compared 
with limited first half 1958 profits. The change that 
has occurred in the third quarter however, may have 
far-reaching significance not only for investors but 
for the entire nation as well. 

The Federal budget, for example, was expected to 
be in balance this year largely because corporate 
profits were anticipated at about $48 billion. They 
ran above that rate in the first half of the year, but 
if they continue at their present pace for the balance 
of the year (and they will probably be lower) the 
expected $100 million budgetary surplus will un- 
doubtedly swing over to the deficit side. Just in the 
steel industry alone, it might be pointed out, the tax 
picture has swung from tax liabilities of almost $150 
million in the first half of the year to credits of 
almost $200 million as a result of the third quarter 
debacle. These figures alone are enough to swing 
the Federal budget into a deficit. Moreover they do 
not take into account the losses suffered by the rail 
industry, the auto industry and the lost tax revenues 
for the government from the strike-swollen unem- 
ployment rolls. 


Non-Strike Factors in Earnings 


It would be especially heartening if we could pin 
all of the blame for the changed earnings picture on 
the steel strike. All that would be necessary, then, 
would be to await the end of the strike in calm con- 
fidence that earnings would again surge when the 
mills reopen. Unfortunately, it is not that simple. 
For even in industries not affected by the steel shut- 
down the rate of earnings progress has slowed down 
considerably. Moreover, the few industries such as 
textiles and chemicals that scored marked improve- 
ments in the third quarter were the same ones that 
were especially depressed a year ago. 

What has happened, of course, is that industry 
has already dissipated the high profit margin ad- 
vantages it received from the sudden swing from 
recession to prosperity. Where the initial surge bene- 
fitted tremendously from new plants and equipment, 
earnings are now being held back by the pressure 
of unused capacity. This is particularly disturbing 
in the industries that should have been direct bene- 
ficiaries of the steel strike and the less publicized but 
all-important copper strike. Aluminum, for example, 
should have been in extra good demand during this 
period and yet several key companies have been 
forced to cut back operations to about 80 percent 
of capacity. 

In the paper industry, demand has been excep- 
tionally good for paperboard and building papers 
despite the labor strife in other sectors of the econ- 
omy, and yet it it still plagued by overcapacity. These 
facts must lead to the suspicion that prices held 
during the first half of the year largely owing to 
the artificial stimulants of the expected steel strike. 
When it is over, and after the initial surge of inven- 
tory rebuilding spends itself, holding the price line 
may be a more important consideration than price 
increases. 
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Impact on Dividends 


For investors, these developments have partic- 
ularly cogent significance because slower earnings 
growth and depressed prices may mean less happy 
dividend news. Already there are signs that corpo- 
rations will not be quite so generous this year end 
as they have been in the last few years. 


Deere & Co. may have set the tone with its disap- 
pointing stock payment instead of a large cash dis- 
bursement. On the news, Deere’s stock fell sharply 
in the market, indicating that the public, with its 
excessively bullish attitude, is not fully prepared to 
accept sudden shocks of this kind. The significance 
for the entire stock market should not be missed by 
astute investors. Only a higher level of earnings and 
dividends can justify the present level of stock 
prices, and if neither materializes to the extent ex- 
pected there may be some rude shocks ahead. 

If only farm equipment makers had reasons to 
view the future with doubt there would be little 
concern. However, tight money has cut the heart out 
of the building boom, indicating smaller earnings for 
the vast number of companies that supply building 
materials. Moreover the government has recently re- 
leased figures showing that in the last ten years 
there were actually 2 million more homes built in 
this country than showed up in the statistics. This 
statistical error, aside from reducing faith in all 
statistics, leaves some observers with the uncom- 
fortable feeling that we may be much closer to the 
point of housing saturation than anyone had here- 
tofore suspected. After all, 2 million homes is equal 
to almost 2 years worth of home construction at nor- 
mal levels and almost one and three-quarters years 
construction at peak post-war rates. 


Armstrong Cork, among the building materials pro- 
ducers points up some of the difficulties that may lie 
ahead. To date, 1959 has been a booming housing 
year, yet third quarter earnings failed to match the 
$1.08 reported in the second quarter despite a small 
increase in sales. When compared with a year ago, 
however, Armstrong’s figures make better reading 
than most other companies. Sales in last year’s third 
quarter were $63.7 million and earnings came to 70¢. 
One year later sales were almost $77 million and per 
share net had climbed to $1.03. Nevertheless the 
quarter by quarter trend indicates that earnings 
have slowed down while the housing boom is still in 
progress. What will happen as new home building 
begins to tail off? 


Capital Spending in Doubt 


New housing and the high level of farm income 
were among the principal props that kept the econ- 
omy from toppling into deep depression during the 
last recession. Both have now weakened consider- 
ably. As an offset, however, it has been expected that 
capital spending would serve as a big prop for the 
economy in the months ahead. Now it is not so cer- 
tain. Many companies are finding their expansion 
plans upset by tight money, the uncertainties created 
by the steel strike, and the inability of demand so 
far to absorb all of the capacity companies have on 


hand. 
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Quarterly Income Comparison of Industrial Companies 





——3rd Quarter 1959-—— ———2nd Quarter 1959-—— 





—3rd Quarter 1958- 























Ist October 1959-——— - 
Net Net Net Net Net Net Net Net Net Net Net Net 
Sales _ Profit Per Sales Profit Per Sales Profit Per Sales Profit Per 
(Mil.)}— Margin Share —(Mil.)— Margin Share -—(Mil.)—— Margin Share (Mil.}— Margin Share 
Ble BeBe cesecscecerscosccceccises $49.2 7.3% $.93 $53.9 7.5% $1.04 $47.9 7.8% $.97 $43.1 7.4% $.83 
A’uminum Co. of America ..... 218.1 5.7 56 235.3 7.7 1.32 189.5 5.6 49 204.1 6.4 62 
American Brake Shoe ............. 38.2 2.4 57 49.2 6.4 1.96 40.3 4.6 1.15 30.4 1.4 .27 
American Cait ...........ccccssscseees 362.7 5.1 1.14 283.4 48 83 227.0 3.4 -45 325.9 5.8 1.17 
American Smelting & Refining. 42.9 8.0 47 155.9 2.0 4 115.6 3.1 51 103.4 3.5 51 
American Steel Foundries ........ 29.8 74 1.53 33.8 8.2 1.89 27.6 5.3 1.28 18.4 3.3 47 
oe cee 188.6 4.6 -60 332.7 8.8 1.99 259.2 8.1 1.43 210.3 6.3 87 
Armstrong Cork 2.0.0.0... 76.9 6.9 1.03 75.4 74 1.08 66.8 6.4 83 63.7 5.7 1.03 
Babcock & Wilcox ............000 68.6 3.7 42 96.4 5.9 92 77.8 5.7 72 83.9 44 61 
Bethlehem Steel ............ccc0000 198.6 d19.6 d.89 832.2 8.8 1.59 615.9 8.0 1.06 472.4 5.5 55 
Borg-Warner oon.c.cccccccccccossceeseee 156.3 46 .80 178.0 5.9 1.18 149.7 5.1 .87 129.1 2.7 .38 
Brunswick-Balke-Collender ..... 108.5 11.5 1.72 57.2 7.6 .60 27.1 4.6 19 86.7 8.0 1.03 
Burroughs Corp. .....c..ccecccceeee 88.4 2.3 -32 86.8 1.9 -26 80.9 1.9 -23 68.7 2.3 25 
Celanese Corp. of Amer. ..... 65.7 8.1 57 68.6 8.0 74 58.8 8.3 64 59.7 7.3 43 
Consolidation Coal ................. 49.6 3.7 .20 67.5 7.4 55 78.1 6.6 57 63.2 5.6 38 
Container Corp. of Amer. ..... 73.4 5.6 39 70.3 6.3 42 66.2 6.1 -38 68.2 5.4 35 
Continental Can ............c.cc00 364.0 4.8 1.41 295.2 4.4 1.06 236.9 2.5 49 328.4 5.1 1.47 
Corn Products 6.5 76 122.1 5.4 61 115.2 5.6 59 126.2 6.7 74 
General Amer. Transport. ..... 48.3 8.7 77 55.3 8.0 -82 45.6 8.4 74 49.9 7.4 76 
General Motors .............cccc0000- 2,345.4 5.6 47 3,305.5 8.9 1.05 3,206.1 9.1 1.03 1,622.9 4.0 22 
Joh B JORRIOR 0..200000000000.. 80.2 6.2 85 76.1 4.9 64 73.9 5.3 -66 70.2 5.8 77 
Jones & Laughlin .................000.. 66.6 24.7 d2.15 316.3 8.3 3.34 236.3 7.5 1.97 161.8 4.1 81 
BNE IIL: <aniulotadaieowinsaaiens 61.5 2.0 49 61.8 2.5 .62 51.9 2.0 .38 66.6 2.3 61 
Liggett & Myers ................... 144.4 6.1 2.15 144.0 5.5 1.95 130.1 5.4 1.71 145.6 6.0 2.14 
NET EIN, cectaiuisinisnnsiesinione 37.9 3.1 .63 36.9 4.0 .80 41.0 4.5 1.00 34.3 47 87 
tS ae wile 132.5 5.9 1.16 126.5 5.9 1.11 113.8 5.4 91 132.0 5.6 1.26 
NIE HII ‘spcheicsincnimnshiialeeabtianent 56.1 14.4 75 54.7 14.6 75 56.0 14.0 73 52.4 13.5 .68 
Ae ee aN ee 77.1 4.6 1.86 65.2 5.0 1.69 63.6 4.1 1.35 52.6 3.3 -90 
National Biscuit ..................... 107.1 5.5 86 106.5 5.5 86 101.4 5.1 74 102.3 4.7 70 
Olin..Mathieson Chemical ........ 182.4 5.0 69 187.3 5.9 84 159.9 4.0 48 162.7 1.2 15 
Owens-Corning Fiberglass ....... 55.2 7.7 64 54.6 86 71 46.1 5.4 -38 46.1 6.4 45 
Owens-Illinois Glass ............. 159.4 7.9 1.66 143.9 8.1 1.52 123.4 6.3 98 136.2 8.0 1.42 
Pfizer (Chas.) & Co. ............. 62.7 9.3 36 62.3 8.1 31 60.5 10.4 39 53.4 10.5 35 
SON MUMIA. censtatnisistniscnsounsaniies 102.1 1.9 46 85.7 9 17 95.5 1.6 -37 95.9 18 46 
Phillips Petroleum .......... iene 284.4 8.5 70 297.7 9.1 80 299.8 8.6 75 264.2 8.0 70 
Pittsburgh Plate Glass ........... 166.3 8.4 1.42 169.6 9.7 1.64 110.2 3.3 .38 151.0 7.9 1.22 
III :<anbinsonnetiinssiemnaindenwpsissions 105.6 2.6 1.20 106.9 3.5 1.68 90.7 2.7 1.11 80.0 2.1 75 
Reynolds (R. J.) Tobacco ..... 339.6 7.1 1.20 323.6 7.0 1.13 286.6 6.8 74 304.9 67 1.00 
Schering COM. cccccecseccerscsccsosce 23.9 17.3 1.01 19.1 13.0 .60 19.8 13.6 65 20.8 11.7 84 
BE TINE ctehstisinatnlansivioneneiianiioces 452.9 7.6 1.15 444.5 7.8 1.15 449.7 7.6 1.14 425.7 8.2 1.16 
RII MIR iictnsissnesssncovsinian 37.1 5.2 1.68 33.9 5.0 1.47 31.6 4.4 1.21 34.0 4.4 1.28 
Standard Oil of N. J. ......... 2,064.0 7.8 75 1,938.0 7.6 69 2,018.0 8.2 78 2,008.0 7.2 71 
Sutherland Paper ................... 17.0 2.6 39 17.8 44 70 15.9 3.0 -42 16.0 3.5 53 
MMIII - siscccinsuicdsinsiianssnstivioeninaciaie N.A. N.A, 1.63 1,262.12 12.81 2.791 NLA. N.A. 1.56 593.4 15.0 1.50 
Thampson Ramo Wooldridge .. 100.1 1.6 51 105.9 2.3 80 91.2 2.4 71 81.7 2.2 57 
MID scacidssnsssssimenisinatinn 3.2 1.09 259.5 3.3 1.30 249.3 4.0 1.55 204.0 2.7 74 
BN UNO sclicicinincasinsnscnannciniiis d8.4 d.69 1,448.7 10.2 2.64 1,077.5 9.8 1.86 872.1 8.5 1.28 
Westinghouse Electric 44 1.25 474.1 4.1 1.12 440.0 3.2 81 460.5 4.1 1.09 
ID xcriciinscnisissscctinsnnen 4.0 1.57 91.4 4.4 1.99 82.8 3.3 1.34 63.8 2.4 75 
Wrigley (Wm.) Jr., Co. ......... 24.9 11.0 1.39 24.4 10.5 1.31 21.4 12.1 1.33 24.5 11.3 1.42 
d—Deficit. N.A.—Not avaiable. 1—1st 6 months to 6/30/59. 
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The most dramatic changes are occurring in the 

oil industry where Standard Oil of New Jersey an- 
nounced a major cutback in capital outlays, but 
there are other and possibly as significant trouble 
spots. With major labor troubles ahead, for example, 
the railroad industry is not nearly as eager to go 
ahead with its expansion plans as it was six months 
ago. 
The steel strike has cut deeply into the earnings 
reserves they had available to carry them through 
their own period of tribulations. Thus, the makers 
of railway equipment who are now suffering from a 
shortage of steel may find that the orders may no 
longer be there when steel is available. 

This would be a terrific blow on top of the damage 
the strike has already caused. American Brake Shoe, 
a major railway equipment maker was well on its 
way to recovery until steel shortages plummeted 
third quarter earnings to 57¢ a share from $1.96 
only three months earlier. Fourth quarter results will 
be no better and there are now serious doubts that 
next year will be strong enough to make up for the 
lost business. Pullman is in much the same boat, ex- 
cept that its truck trailer business may serve as 
something of an offset. Nevertheless earnings for all 
of the equipment makers will have to be watched 
carefully through the first quarter of next year. 


Major Company Reports 
In general, the nation’s major companies exhibited 
the same trends in the third quarter as all other 
companies. There were some notable exceptions, 
however. 


Westinghouse continued the progressive betterment 
that has been going on for over two years now. 
Sales and earnings not only topped a year ago, but 
were also the best for any quarter this year. Reflect- 
ing this excellent performance, directors recently an- 
nounced a split in the shares and an increase in the 
quarterly dividend. 

Steel shortages are not hurting Westinghouse, but 
increasing competition and the recently reduced 
prices in the heavy generator field may adversely 
affect earnings next year. In addition, unless the 
strike ends soon the company’s appliance sales are 
bound to dwindle off under the combined impact of 
reduced steel inventories and lower consumer in- 
come. 


Owens-Illinois Glass, another major in its industry 
also ran against the general trend, scoring its best 
earnings of the year in the third quarter. Sales were 
at their highest level since the third quarter of last 
year and net per share climbed to $1.66 from $1.52 
three months earlier and $1.42 in the third period of 
last year. It should be pointed out, however, that 
Owen’s profit margins in the quarter just ended were 
lower than the previous quarter and were also below 
the third quarter of 1958. The drop so far has not 
been excessive but it will bear watching. 


Schering, among the major drug companies, was a 
notable exception to the general picture. New prod- 
uct sales soared in the third quarter reversing a 
trend that had been pathetically ordinary through 
the first half of the year. In the first six months the 
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company earned $1.25 per share, a rate considerably 
below the previous year. However, in the third 
period profit margins soared as a result of new 
products and earnings equalled $1.01 per share com- 
pared with 60¢ in the second quarter and 84¢ a year 
earlier. 


Widespread Strike Influence 


It is difficult to wend through corporate reports 
without being struck over and over again by strike 
damage. U.S. Steel’s huge deficit is readily under- 
standable, as is that of Bethlehem and Jones & 
Laughlin. Armco, able to keep some mills in operation, 
reported some profit, but of course sharply reduced 
from previous periods. 

Outside the industry however, the damage is also 
extensive. American Can and Continental Can, unable 
to get enough steel, both saw their earnings dip 
below the third quarter of last year. Continental has 
already warned shareholders that as a result of the 
strike, earnings now will definitely not reach the 
level of the full year 1958. The same will probably 
hold true for American. 

Auto company results are widely distorted by the 
early shutdown for new model changeovers, so that 
the 47¢ reported by General Motors is not too signi- 
ficant a comparison with other quarters. What is 
crucial for GM, however, is the fourth quarter, for 
with steel operations at a low ebb, production will 
be at a virtual standstill through much of the period. 

On the other hand, the auto equipment makers 
should have enjoyed a good third quarter as a result 
of the early new model year. 


Borg Warner scored an impressive gain over the 
third quarter of 1958 showing net per share of 80¢ 
compared with only 38¢. Profit margins sagged from 
the second quarter, however, as did sales, and earn- 
ings were down from the $1.18 reported just three 
months earlier. Unless the car companies have per- 
manently lost the sales they would have made had 
there been no steel strike, the equipment makers 
should make up for lost time in 1960, but this is 
always a doubtful matter. Management will not feel 
content until the sales are in the bag. 

More puzzling, as hinted earlier, is the perform- 
ance of Aluminum Co. Of America. In recent months 
the company has caused some havoc in the industry 
by introducing a new and less costly type of alumi- 
num. Despite the success of this product however, 
earnings at 56¢ a share were below the same period 
of 1958 and sharply under the second quarter of 1959 
when the company reported $1.32 per share. 

Perhaps the recent increases in copper prices 
resulting from the strike-curtailed output of that 
industry will firm the price of aluminum, but the 
suspicion is growing that Alcoa’s overcapacity prob- 
lems are greater than expected. 

This is also of significance for Olin-Mathieson since 
the major portion of the company’s expansion in 
recent years has gone into its Ormet aluminum sub- 
sidiary. So far this year Olin has scored impressive 
gains over sharply depressed 1958. Third quarter 
earnings of 69¢, for example, compare with only 15¢ 
last year. The aluminum operation has been absorb- 
ing start-up expenses through much of this year 
(almost 10¢ a share in (Please turn to page 267) 
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S taxes (especially Federal income taxes) have 

continued to climb, investors have become in- 
creasingly interested in securities with tax-exemp- 
tion or tax-deferment features. While tax-exempt 
municipal or governmental agency bonds represent 
the principal medium along this line, there is also a 
special and less widely known category of stocks 
whose dividends carry special tax features of in- 
terest to investors in the higher tax brackets. 

In general, the stocks with so-called “tax-free” or 
“partially tax-free” dividends fall into two main 
classifications. One group includes companies such 
as Electric Bond and Share Company, United Cor- 
poration, General Precision Equipment Cor poration 
and Alleghany Corporation, all of which are in a 
position to take large tax losses on old investments, 
and so to establish tax credits which, as stated in 
General Precision’s 1958 Annual Report to Stock- 
holders: “In the opinion of the Corporation counsel, 
dividends paid by the Corporation in 1958 should be 
treated for Federal income tax purposes as paid 
from other than ‘earnings and profits’, and stock- 
holders should, as in the past, apply dividends 
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STOCKS 


“+; Where DIVIDENDS 


are FULLY or 


= ae PARTIALLY TAX-FREE 


By WILLIAM AMOS 


= 

against and reduce the cost of their stocks.” © 

The other group of stocks with special tax credit 
features attached to their dividends includes a group 
of utility equities. Due to the tax treatment of ac- 
celerated amortization and accelerated depreciation 
of certain of their plant facilities, these companies 
have dividends which are considered, at least partly, 
a return of capital and therefore are, to this extent, 
not subject to Federal income taxes. 


What to Consider 

In appraising the value of the tax feature of the 
stocks whose dividends are totally or partially ex- 
empt from current taxation or income, it is essen- 
tial to keep two factors in mind. One is that, while 
the special tax feature may last for several years, 
there is no complete assurance as to exactly how 
long it will be available. The second is that the ability 
to exclude all or a portion of the dividend income 


from the current year’s taxable income does not 


mean that it is completely tax exempt. What it does 
mean is that the income may be used, to the extent 
permitted, to write down the tax cost of the stock. 
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Presumably when the stock is sold any gain as meas- 
ured by the difference between the tax cost and the 
sales price will be taxable as capital gains at a 
maximum rate of 25% 

Even after taking into consideration these limita- 
tions, however, the tax-exemption or tax-deferred 
features of the stocks in this group remain attrac- 
tive to investors in the higher tax brackets. The 
reasons for this are summarized following: 

> By not having to pay the tax in the year in 
which the dividend is received, the investor has the 
use of the money which ordinarily would be payable 
as taxes, until such time as the stock is sold. 

& The maximum rate of taxation of the dividend 
income as a part of long term capital gains is 25%. 
Thus, for an investor in the 50% income tax bracket, 
the tax would be half the amount which would be 
payable absent the special tax-credit feature. 

® There are ways in which the capital gains tax 
migh®' » offset or avoided completely. For example, 
the taking of the capital gains might be deferred 
until such time as the investor has offsetting security 
losses or, if he has a business of his own, until such 
time as he might have tax loss credit or exemptions 
sufficient to offset his capital gains. Another pos- 
sibility is that the investor might never sell the 
stock but might leave it in his estate to heirs who 
would take it in at the then existing price without 
capital gains. 

Thus, while the stocks with special tax credit 
features are not tax-exempt, it is possible in some 
cases to achieve a close approximation to the equiva- 
lent of tax exemption, at least to the extent of the 
credit. Of course, the higher the tax bracket of the 
investor the greater the potential value of the tax 
credit feature. For example, an 80% tax-bracket in- 
vestor in the stock of United Corporation at 814 
with the 1958 dividend rate of 35¢ would have had 
to obtain a gross dividend of $1.75 or a 21% pre- 
tax yield on a fully taxed dividend to equal the 
post-tax yield of 4.2%. For the 50% tax bracket in- 
vestor, the tax-exempt or tax-deferred feature would 
produce the equivalent post-tax yield of a fully tax- 
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Companies Whose Dividends Are Entirely Or Partially Tax Free ; 
Net Interim Total Percent Indicated 
Earnings Net Earnings Div. of 1958 1959 
Per Share Per Share Paid Dividend Dividend Recent 
1958 1958 1959 1958 Tax-Free (*) Price 

EEE RA TATRA RR TET $1.28 $1.21! $1.40! $1.40 62% $1.50 30 
California Electric Power .............. a ae 942 1.152 77 79 80 19 
Central Hudson Gas & Elec. ............ paibinaaneadl 1.17 1.323 1.398 .80 54 92 20 
ES, EE Sane Sea , 2.17 2.348 2.36% 2.00 100 2.00 42 
Eee re See 1.45 744 .76% 1.40 100 1.40 23 
El Paso National Gas ...... si 1.61 804 654 1.30 84 1.30 28 
EET DITTO ETI 4.06 3.73° 3.822 3.00 78 3.00 62 
iinet icaeabdipneenenennaiianetivie ee a 2.672 2.15* 1.55 41 1.70 46 
Gimmeenee TRI GRID cececccccecesscccescvecscscncrevcccsscnceeces 3.65 1.774 1.784 3.60 100 3.60 95 
IE IO cccncercesencnnuiloniqnsdanneereseceoesvcnce 2.12 2.125 2.08° 1.80 77 1.80 35 
Philadelphia & Reading Corp. ............ ———— 3.10 2.186 2.286 .80 69 1,005 51 
Public Service of Indica ..................ccceccceceeeeeeeee 2.91 2.83% 2.80% 2.02 40 2.10 44 
Southern Natural Gas 2.40 2.402 1.962 2.00 12 2.00 37 
T Gas Tr 1.84 1.236 1.166 1.408 17 1.40 32 
Transcontinental Gas Pipeline ............... saciaie ale 1.40 1.106 1.136 1.00 63 1.00 24 
SES EEE oe 1.77 1.73% 1.83% 1.52 61 1.64 32 
TEINS sinninieaneinssesincasenconnne sieieulkaialadied .20 7 176 7 166 35 100 .20 8 
Washington Water Power .............c.cssssssssessersensensnneenees 2.33 3.196 3.76 2.00 89 2.00 45 
* Based on latest dividend reports. 312 months ended Sept. 30. 6—_9 months ended Sept. 30. 
112 months ended August 31. 4__6 months ended June 30. 7—Net investment income. 
2—12 months ended June 30. 512 months ended July 31. 5_Plus stock. 








able stock with double the dividend rate, or 70¢ per 
share in the particular case to which reference is 
made. For the 30% tax-bracket investor, the tax 
exempt feature would have relatively little value un- 
less the ultimate capital gains tax could be avoided 
by one or another of the aforementioned methods. 


Take Utility Stocks 

In the case of the utility stocks, which have tax 
exemption features, it will be noted that over half 
of the stocks had exemptions of less than 50% of 
the dividend paid in 1958. For a stock such as Public 
Service Corporation of Indiana with a 40% exemp- 
tion, the effective tax rate to an 80°: tax-bracket 
investor would be 32%, so that the tax exemption 
feature would still produce an equivalent post-tax 
yield 214 times as great as a fully taxed dividend. 

Income Tax Provisions 

The subject of Federal income taxation as it af- 
fects stockholders has many facets. The average 
investor is rarely in a position to keep fully abreast 
of all the tax law provisions and changes in the law 
and administrative rulings as they affect him. How- 
ever, at least a general knowledge of the provisions 
of the Federal income tax laws relating to dividend 
income and capital gains taxes is essential to a well- 
advised investment program. 

Outlined briefly following are certain of the basic 
tax considerations which most frequently influence 
stock investment decisions: 

Long term gains are substantially more desirable 
than short term gains since they are taxed at a low- 
er rate. Where net long-term capital gains of a non- 
corporate taxpayer exceeds net short-term capital 
losses a deduction of 50% of the excess is allowed 
from gross income. The six-month holding period 
required to establish long term capital gains has had 
a great influence on the stock market. Tax selling 
late in the year to establish tax loss credits or to 
produce capital gains against losses taken earlier 
has become a major market factor. 

Under the Revenue Act (Please turn to page 258) 
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Reappraising the 
MARKET LEADERS UP 30% or MORE 
FROM THE SEPTEMBER LOWS 


By WALTER UNTERMEYER, Jr. 


LTHOUGH the Dow-Jones industrial average, 
at its recent price of around 645, has managed 
to struggle up around 5% from its September low of 
613, there are a number of well known individual 
issues which have risen enormously, some as much 
as 100% over the same period. For example there 
is American Motors that rose from a September low 
of 46 to a recent price of around 88, Ampex from 72 
to 107, Fairchild Camera and Instrument Corpora- 
tion from 133 to 210, International Packers from 16 
to 24, Lear Inc. from 11 to 20, Litton Industries from 
102 to 133, Polaroid from 110 to 157, Studebaker- 
Packard from 12 to its recent price of around 26, 
Texas Instruments from 117 to 171 and Universal 
Match from 46 to 76. 
Of the ten above mentioned issues, five come un- 
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der the broad category of electronics, a term which 
has a mysterious connotation for the public, embrac- 
ing the vast areas of remote control, guidance ap- 
paratus utilized in the computer field, the military 
and the space and missile program as well as other 
esoteric new fields. It is electronics which permits 
the development of a super brain, capable of deduc- 
tive and memory feats beyond comprehension. It is 
electronics which pilots speedy missiles to targets 
thousands of miles away; it is electronics which per- 
mits one to lie in bed and tune in a picture on a 
screen by use of a remote control gadget detached 
from the set; it is electronics which can fire a gun 
at an unseen aircraft; it is electronics which will 
guide man’s exploration through the unknown. 

In discussing the price movement of the electronics 
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10 Stocks Up 30% Or More From September Lows 
Net 
Earnings Ist 9 Months Estimated Sept. Indicated 
Per Earnings Net Per Price 1959 Percent- 1959 
Share Per Share Share Earnings Low Recent age Price Range Div. Div. 
1958 1958 1959 1959 Ratio Price Price Gain 1958-1959 (*) Yield 
en $4.65 $2.61 $8.26 $10.00 88 46% 88 89% 96%-25¥2 2.40% 2.7% 
| Ampex Corp. 1.29! .13* 34° 2.50 42.8 72% 107 48 11134-6144 
Fairchild Camera & Instrument .............. 1.14 19 2.77 4.75 44.2 1335 210° 57 214\%4-50% 50 2 
International Packers ................cc0ecee 79 337 777 3.25 7.3 16% 24 47 2438-1234 50 2.0 
RT TN sccetiteentininienn -68 43 65 1.00 20.0 1 20 81 23\4- 9% 40 2.0 
S RRRreen CIID ccceenceccesescescsvevscnrnsceeensscesees 1.62% 1.35> 48.8 51> 66" 30 68 -36%4"> 9 
EE oer eer ee 1.86 1.17 1.54 2.60 60.3 110% # 157 42 15854-96'4 .20 J 
i . 
1) Studebaker-Packerd .....ccccccscoceseeeseee d2.08 3.50 2.40 350% 74 12% 26 16 29% 9% 
DP III eicccsescctesencseiscsenscnnermnenenes 1.99 1.10 2.50 3.55 48.1 117% ~=«177 46 17134-61%%4 
7352-45 1.00 1.3 


I a 1.56 1.31 2.05 


d—Deficit. 5 
1__Years ended April 30, 1959. 
2Fiscal quarter ended July 31. 
3—Year ended July 31, 1959. 


*—Based on latest dividend rate. *_Plus stock. 


6_On present 
issued stock. 


stocks it must be remembered that in varying de- 
grees, each company is dependent on the military. 
The group tumbled in the September break accom- 
panying Khrushchev’s visit to the United States 
on fears that his rapprochement might result in a 
reduction of the defense budget. Some recovery then 
followed the Governmental recommendation that 
expenditures for the space and the missile program 
should, if anything, be augmented. 

There is in this writer’s opinion no rational way 
of putting a fair price on an electronics company. 
To start with, the great majority of security analysts 
are lacking in the technical background for valid 
comprehension and evaluation of its activities. But 
even assuming an analyst had some means of de- 
termining such various factors as the quality of 
of products, the competence of management, the re- 
search effort, the scope of the market and other im- 
ponderables, there is still the question of establish- 
ing an appropriate price: earnings ratio. 

For example, Litton Industries, Fairchild Camera 
and Instruments and Texas Instruments are all sell- 
ing somewhere between 40 and 50 times estimated 
1959 earnings. The sales of Texas Instruments and 
Litton Industries tripled over the past three years 
while Fairchild’s sales rose only about 10%. And yet 
all three companies sell at comparable P/E ratios. 

Lear, on the other hand, whose sales may ex- 
perience a 10% rise sells at twenty times earnings. 
Lear, however, is in a different branch of electronics, 
and its business is mainly 90% military as opposed 
to a company such as Litton whose business is 50% 
military. Do these differences warrant Lear’s selling 
at a price-earnings ratio half as great as that of 
Litton? Who is to determine which electronics com- 
panies are entitled to sell as high as between forty 
and fifty times earnings? 


Speculating or Gambling? 

Obviously, the market says so at the moment be- 
cause this is the fashion of the times, but supposing 
the fad were to change, and the investor should de- 
cide these companies only merit a multiplier of 
thirty or less? These high-flying electronics com- 


NOVEMBER 21, 1959 


2 for 1 split, subject to stockholders ap- 
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panies could then easily lose a third of their value 
without any change in their earnings picture. In 
the recent market break, Haveg Industries, another 
high multiplier stock came down from a summer’s 
peak of 80 to a September low of around 44. Yet 
nothing changed in the outlook for this company. 
The drop in price simply reflected investor reapprais- 
al of how much should be paid for the company’s 
present and future earnings. Furthermore, since 
it is unlikely that the earnings outlook and future 
potential for the various so-called “growth” com- 
panies is going to change materially over the near 
term, the only way these stocks can appreciate is for 
the speculator to be willing to accord them a higher 
multiplier. This then is a question of brokerage 
house promotion and the speculator’s whim and, 
as such, hardly a decision for security analysts. 


How Much Imagination in “Growth” 


It has often occurred to me that “growth” is the 
most overworked term in Wall Street. To get down 
to fundamentals, the only valid reason for paying 
a high price: earnings ratio for growth is that 
eventually corporate earnings will rise sufficiently 
to enable the company to pay a dividend that will 
afford the stockholder a fair return on invested capi- 
tal. For a stock such as Fairchild Camera, selling 
around 210, the earnings should permit a pay-out 
of at least a regular $8.00 a year cash dividend if 
the stock is to be soundly valued at the present price. 
The investor should be further compensated for the 
time he has waited. Additionally, since an $8.00 a 
year dividend would barely justify the present price, 
one should be able to visualize vastly greater earn- 
ings and dividends to warrant the risk. Since all 
this is far in the future, the stock in my opinion 
is a long shot on any logical basis. Where investors 
are knowingly willing to buy on faith and promises 
of the hereafter, they should buy without regard to 
near term fluctuation and hold as long as the pros- 
pects of the company remain sound. 

Again if I were to buy Texas Instruments here 
at 163, I would only do so with the hope that some- 
time within the next ten years it would sell at 
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1000, and, therefore, whether I pay 140 or 180 
is of little importance. I would not buy it unless I 
thought so. 

Fairchild Camera and Instrument Corp’s main busi- 
ness is the manufacture of reconnaisance systems 
which include aerial cameras, control processing 
systems, telephoto and optical scanning equipment, 
the development of missile ground support equip- 
ment, nuclear instrumentation, safety arming and 
fusing devices. The company’s Graphic Equipment 
Division produces a device for scanning and auto- 
mation of typesetting. Its Scan-a-Graver is an elec- 
tronic machine for making plastic offset plates for 
either color or black and white. An Industrial Prod- 
ucts Division makes a variety of photographic equip- 
ment including recording and identification cameras, 
a 16mm automatic film processor, sound recording 
motion picture cameras and optic X-ray equipment 
Its Fairchild Semiconductor Corp. affords an in- 
creasing stake in the transitor market. In 1958, 
Fairchild Camera and Instrument Corp. earned 
$1.14 per share on sales of $32 million. The stock 
has been strong on indications of vastly improved 
1959 earnings of between $4.50 and $5.00 per share 
on sales of around $40 million. There are also ru- 
mors of a stock split. The stock is high, but in line 
with comparable issues. 

Lear Inc. specializes in the manufacture of air- 
craft flight control instrumentation and systems 
which encompass automatic pilots, bombing systems, 
vertical gyros and components for guided missiles. 
The company also produces electro-mechanical actu- 
ators, aircraft pumps and radios. Lear, recently 20, 
has doubled in price from its September low of 
around 11 to a high last week of 2314, on the strength 
of rumors of a tender to stockholders of $25 per 
share on the part of a German Bank which sup- 
posedly was desirous of obtaining 500,000 shares, 
the equivalent of around 20% of the outstanding 
stock and probably sufficient to have afforded con- 
trolling interest. Lear was also the beneficiary of a 
merger rumor which linked it to Northrop, recently 
28, on a share for share exchange. I would be in- 
clined to doubt both stories and to avoid fresh com- 
mitments in Lear at current levels since there has 
been no basic change to warrant the recent doubling 
of price. 

Texas Instruments produces electronic devices and 
is a distributor of geophysical, industrial and elec- 
tronic controls. The company also has a hand in 
the manufacture of clad metals and thermostatic 
and electrical controls through the Metals and Con- 
trols Corporation acquired in April of this year. 
The increasing demands for transistors provides one 
area where enormous sales growth may be antici- 
pated in the future—although both domestic and 
foreign competition is becoming sharp. Texas Instru- 
ments has had a substantial price rise acompanying 
indications of per share earnings expectancy in the 
neighborhood of $3.50 for this year versus last year’s 
$1.84 with a further earnings jump forecast for 
1960. The stock is a stock split candidate. 

Litton Industries produces business machines and 
electronic systems. In the area of electronic systems, 
the company produces digital computers and con- 
trols, automatic radar data processing equipment 
and inertial guidance systems. Such equipment is 
utilized in the telemetering and communications 
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fields, in navigation, servo-mechanisms, automatic’ 
instrumentation, flight simulation for test and con- 
trol, missile launching and automatic film magazine 
equipment for X-ray photography. The company’s | 
Monroe Calculating Machine subsidiary manufac-| 
tures and distributes various office machines calcu- 
lating, bookkeeping, punched card and tape ma- 
chines. Litton’s 1959 sales are expected to rise from 
last year’s $83 million to $100 million and per share 
earnings from 1958’s $2.13 to around $2.70. With 
around 50% of its business military, Litton Indus- 
tries at its recent price of 130 seems on the high} & 
side in relation to other electronic companies of x 
comparable quality. A stock split seems like a rea. 4 
sonable expectancy in view of the price level. 

Ampex is engaged in a somewhat different sphere 
of electronics, concentrating in the field of magnetic 
tape recording equipment utilized in electronic com- 
puters, radio and television broadcasting and home 
music. The company’s videotape recorder is em- 
ployed by all the major TV networks. An instru- 
mentation division produces laboratory, portable 
and airborne equipment for use in guided missile 
research, shock and vibration testing, machine tool 
control and other applications. Ampex is the exclu- 
sive distributor of a magnetic tape manufactured 
by Orr Industries which is being merged with Am- 
pex on the basis of one share of Ampex for each 
2.2 shares of Orr Industries publicly held. The 
thinking among recent buyers of Ampex was that 
this company deserves a price-earnings ratio as | 
high as any stock on the boards. With a per share | 
earnings expectancy of around $2.50 for the year 
1959, the present price of around 105 represents an 
evaluation typical of price ratio in the electronic 
field. Several recent write-ups and recommendations 
by brokerage houses has helped to propel Ampex 
from its September low of 65. 

Universal Match is an aggressively managed, ex- 
panding company whose corporate name derives 
from its principal business as the nation’s largest 
producer of specialty match books, a facet which ac- 
counts for around 25% of overall volume. Another 
15% of sales is contributed by the Armament Divi- 
sion which is involved in the research, development 
and production of guided missile launchers, inertial 
guidance systems and _ electronically controlled 
drones. This division also engages in atomic energy 
and biological studies connected with space explora- 
tion. Through its subsidiaries, Universal Match is 








an important factor in the manufacture of cigarette NT! 
vending machines and other types of coin handling Na 
devices. This new dollar changer is deemed to have | Scher 
enormous potential in the expansion of the sale of tailed 
various kinds of merchandise through vending ma- | tiller: 
chines. The recent flood of publicity on this machine the p1 
has been largely responsible for the strong surge in Natio 
the common stock. Universal Match, at its recent sifica’ 
price of 76, is selling some 28 times its estimated stren; 
1959 earnings of $2.75 and 19 times its estimated situat 
1960 earnings of around $4.00. gives 
Polaroid needs no introduction as the manufac- ing e} 
turer of the famous Picture-in-a-Minute Land Cam- Ste 
era. The camera was first introduced in 1948 at parat 
which time the finished pictures had an unattractive exper 
brownish tint and a tendency to fade. The process as a 
has since been vastly improved, and the next step legisl 
may be the introduction of color. Cameras, films and econc 
accessories account for (Please turn to page 264) tually 
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SCHENLEY INDUSTRIES 
AND NATIONAL DISTILLERS 


By WILLIAM WHITING 


> A comparative study of the two leading giants 
> Their operations and their profits 
> Earnings-dividend position and outlook 


NTERESTING likenesses and differences between 

National Distillers & Chemical Corporation and 
Schenley Industries, Inc., may be observed in a de- 
tailed comparison of the two leading domestic dis- 
tillers. Together the two dominate the industry in 
the production and marketing of alcoholic beverages. 
National has made far greater progress in diver- 
sification in the last decade, while Schenley has 
strengthened its position in distilling. Both are well 
situated to expand sales and earnings in 1960, which 
gives promise of providing a more favorable market- 
ing environment. 

Stocks of these distillers have fluctuated in a com- 
paratively narrow range for a year after having 
experienced substantial price improvement in 1958 
as a consequence of market recognition of favorable 
legislation enabling the industry to avoid serious 
economic losses threatened by regulations that vir- 
tually forced whiskey out of bond after aging for 
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eight years. Elimination of the handicap eased finan- 
cial burdens and tended to remove the threat of 
forced sales, somtimes below cost of production. 
Gains recorded last year have been consolidated in 
the last twelve months, and recent behavior of these 
two issues suggests that in a better market they may 
respond to favorable earnings prospects for the com- 
ing year. 

Based on earnings, reported and in prospect for 
the near term, the two stocks appear to be reason- 
ably priced. Schenley has been valued in the market- 
place lately at about 12 times estimated earnings of 
$3 a share for the fiscal year ended August 31, and 
probably at a slightly lower times-earnings ratio for 
the first quarter of the 1960 fiscal year ending this 
month. Results are expected to run somewhat ahead 
of the $1.14 a share for the 1958 November quarter. 
National Distillers has been selling at 14 times esti- 
mated net profit of about $2.25 a share for 1959, but 
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meer ——— ae Sa shares in the case of Schenley and be 
| 1 = 10,360,284 for National. The lat- mt 
f ere — a oe a ter has recorded the sharper sales | No 
Hl | = | til increase chiefly as a result of es 
. ome ha us i i Ih un 1 | 954 the expansion in chemicals, Na- Ga 
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tits ru = —— = ra ar | ——- SS represented by excise taxes) may Rec 
My] itl,’ cag \, approximate $550 million for ae 
[| | mowisaxns op suames © | | x 1959, while Schenley’s total ap- cu 
| | pears to have topped $500 million Ne 
and may have exceeded the 1950 Cu 
vl ok i ul ' ii ef record of $504.2 million. Ne 
In a move to liberalize distri- | Tee 
nln iil at ial tj lh | | linda nial {| li 50 butions to stockholders and still | = 
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National has been valued in the market at a level without diluting the junior stock. Previously extras = 
some 35 per cent above book value around $25 a _ had been paid in common 214 per cent in 1957, 5 
share, while Schenley has been selling at a discount per cent in 1958 and 20 per cent in 1959. 
from book value of almost 20 per cent. This differ- Stockholders have been asked at the annual meet- The 
ence may be explained in part by the former’s vigor- jing December 10 to authorize this new class of stock a 
ous expansion in chemicals and the substantial capi- consisting of 4 million shares of Series A convertible «all f 
tal investment in new chemical facilities which have preferred entitled to dividends at the rate of 50 aa : 
been written down. cents annually. This new preferred, on which divi- 36 th 
In the case of Schenley, on the other hand, valua- dend payments would be made semi-annually, would wine og 
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Balance Sheet Data 










Public Taste Swings to Straight 
Whiskies 


Both companies are well suited 
to benefit from the return of pub- 


National lic preference to straight whiskies 
Pcs ; Scheatoy and away from the blends that 
emica Industries . ° 
12/31/1958 8/31/1958 became so popular immediately 
—_—Millions) after the repeal of the Volstead 
Act and during the recent war. 
Long Term Debt (Stated Value) ...............ccc-- $144.8 $106.9 Both have gained ground on their 
Preferred Stock (Stated Value) .............0.cse0n $ 43.6 None major Canadian competitors, Dis- 
No. of Common Shares Outstanding (000) .......... 10,347 4,677 tillers-‘Seagrams and Hiram 
Common Stock and Surplus ...........cccsereeseeeeeeee , $251.7 $256.8 Walker - Gooderham & Worts, 
Cash and Marketable Securities ................:0000- ; $ 27.2 $ 21.9 which have continued to feature 
a $121.5 $218.9 blends. 
sitio $115.3 $139.4 Schenley’s position in Kentucky 
I inc cadincitiniceananinasbelinnitttins $267.3 $380.3 straights, which have gained pop- 
I a sccnccnicictatinsaibntldnniiinictntnians $ 45.9 $ 35.7 ular favor, probably is the 
Net Working Capital ........ SETS ATe eee ae RO $221.4 $344.6 strongest in the industry. Man- 
tees Bite GA, Gi GD ceececctcvenecsscctrectncssenenes 5.8 10.6 agement has also bolstered its 
Net Property ..........00000 $175.0 $ 37.9 foreign position by expanding fa- 
Ne BERNE centetntnntecetneninteannninwennmncanmaveninnemens $497.3 $440.0 cilities of its Scottish subsidiary, 
RRR ne Wii a ie cscccsaniesnscisiennceenes $ 24.92 $ 48.77 Seager-Evans, so as to enlarge its 
Estimated Earnings Per Share, 1959 .................-. $ 2.25 $ 3.00 supply of Scotch for distribution 
Recent Price of Common Stock ...............ccc000 32 37 to the American market. 
Price Earnings Ratio ..........c.ccceceerneeenseseneeeeeeeees 14.2 12.3 
Indicated Current Dividend .....................00000+. ; $ 1.20 $ 1.00! Trend of Schenley Acquisitions 
& .| fesse sess oe 3.7% 2.7%! 


Plus 15% in stock. 
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The conversion privilege for the first seven years 
would be at the rate of four shares of preferred for 
each share of common. Thereafter conversion would 
call for a lesser number of shares. 

Since the common has been selling recently around 
36, the conversion privilege would have value if the 
new senior shares should be available on the market 
at $9 a share or less. Any strength in the common 
would tend to add attraction to the new issue, which 
would afford a yield of 5 per cent if selling at 10. 
Management indicated that if stockholders approved 
the new preferred, directors would probably author- 
ize a payment of 8 shares of convertible preferred 
for each 100 shares of common in addition to the 
usual cash dividend, which has been paid at the rate 
of 25 cents quarterly. 





Acquisition of Park & Tilford 
almost two years ago enabled 
Schenley to solidify its competi- 
tive position in principal metro- 
politan markets. Management has 
placed increased promotional ef- 
fort on marketing wines this year and is believed 
to have gained a larger share of the market. Cali- 
fornia brands include Roma and Cresta Blanca. An 
upward trend in wine consumption has encouraged 
the outlook for expanding volume in this direction. 
Diversification in non-alcoholic lines has been rather 
limited. The company is a relatively small producer 
of pharmaceuticals through its Schenlab division 
and manufactures farm feeds from what formerly 
was waste material, thus adding new income to off- 
set production costs. 

Through the sale of Blatz Brewing Company more 
than a year ago Schenley withdrew from the brew- 
ery business. Disposal of the subsidiary to Pabst 
for $11 million in cash plus $3.5 million in Pabst 
5 per cent debentures and (Please turn to page 264) 





Long-Term Income Data 
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Schenley Industries 











Net Net 
Deprec. Net Earnings Deprec. Net Earnings 
Net and Net Profit Per Net and Net Profit Per 
Sales Depletion Income Margin Share Sales Amort. income Margin Share 
gf gg $416.1 $N.A. $18.2 4.3% $1.63 $NA. N.A. $12.0 N.A.% $2.30 
panisesicieibeintabeibiedaliiigs 11.3 20.1 3.8 1.76 406.4 3.1 16.7 7.1 2.17 
jeitinsiniieitanatidailasiaapciiiniiannnneetiiiiiitias 10.0 23.0 4.2 2.05 469.9 3.0 10.9 5.7 2.01 
8.7 20.1 3.7 2.11 404.1 4.3 8.4 5.3 1.58 
8.1 15.5 2.9 1.60 411.7 47 6.1 3.8 1.15 
7.9 13.7 2.6 1.38 409.9 4.5 3.8 2.2 71 
5.2 12.1 2.4 1.18 421.3 48 6.6 4.0 1.25 
. 4.5 11.7 2.5 1.13 426.4 4.9 12.0 6.2 2.26 
IES aiecidesiulaagaipsciesicatenimaieitaiasiicapaaiseiaiies 466.8 3.6 25.0 5.3 2.86 450.5 47 22.2 2.8 4.18 
SI ai oeiaaetesahbeigeacnenebiavstiaihiiiananaehsniabiinincineestinea 398.6 2.4 27.2 6.8 3.45 504.2 4.7 36.9 4.9 6.94 
IIT scsocnscessesniesindhchaieieainsnisnsieiiininiionesienelsciadansiee 362.4 23 24.1 6.6 3.03 4618 5.3 24.2 7.3 4.40 
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N.A.—Not available. 

















Tax-Switching 


The consistent record of year- 
end market gains as measured 
from December lows to the early 
January highs — is well known. 
Less so is the quite different No- 
vember 15-December 31 record. 
In the great majority of years, 
the industrial average’s lows dur- 
ing the final six weeks have been 
under the best levels seen in the 
first half of November. In few 
years have the highs of this pe- 
riod been significantly above the 
November 1-15 highs. The expla- 
nation can only be late November 
and December selling for tax- 
saving purposes. Fortunately 
there is more tax-switching than 
liquidation in over-all holdings of 
sellers. Otherwise the record for 
the period would be much worse. 
If there were any big amount of 
tax-loss selling, without imme- 
diate switch purchases, many 
stocks would fall out of bed dur- 
ing late November and De- 
cember. 





Example 


The oil group as a whole could 
recede further under tax-loss 
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taking by sellers electing to shift 
funds to other industries or to in- 
crease liquid reserves; but it will 
not nose dive. Especially in the 
case of leading oils, switching op- 
erations will predominate. Some 
will sell Jersey and switch to 
Standard Oil of California. 
Others will sell the latter and 
buy the former. Similar tax-loss- 
switching moves will be made 
throughout the oil list, tending to 
cancel out in over-all market in- 
fluence. If you have sizable paper 
losses on any oils, and wish to 
keep representation in the in- 
dustry, do not overlook the op- 











portunity to effect tax savings by 
selling and switching to an oil 
or oils of at least equal quality. 


Improvement 


If you are exceptionally smart 
or lucky, you have no paper los- 
ses and your portfolio needs no 
improvement. Otherwise, take a 
good look at your holdings and 
do some tax figuring. Within 
various stock groups are possibili- 
ties for both tax-saving establish- 
ment of losses and improvement 
of holdings. Some examples: in 
steel, from marginal Sharon 
Steel to Jones & Laughlin; in 


INCREASES SHOWN IN RECENT EARNINGS REPORTS 


1959 


I a iiiccccicecitittintincicantneninnenienniiila 9 mos. Sept. 30 
Consolidated Cigar Corp, ............cccccesecsesseseee Quar. Sept. 26 
ID II. chnscisisentennscesattnsintesnnarerecsotsinsenovesscenent Quar. Sept. 30 


Wagner Electric 
American Potash & Chemical 
Commercial Solvents 








. Quar, Sept. 30 


. Sept. 30 
. Sept. 30 


Foster Wheeler Corp. ....0...ccccccsscsssssssssssessseseres 9 mos. Sept. 30 
I IE SN ssc ccetncetiieiaasiinienl Quar. Sept. 30 
I, QS Quar, Sept. 30 


Ekco Products 


Quar. Sept. 30 
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food-store chains, from unappeal- 
ing ACF-Wrigley to Grand 
Union; in machinery, from Bu- 
cyrus-Erie, with rather drab pro- 
spects, to Link-Belt ; in television- 
electronics, from Emerson Radio, 
in relatively weak competitive 
position, to stronger and more di- 


Sugar, Atchison, Canadian Pacif- 
ic, Celotex, Chemetron, Combus- 
tion Engineering, Columbia Pict- 
ures, Cooper Bessemer, Fenestra, 
General Bronze, Joy Mfg., 
Kresge, Industrial Rayon, North- 
ern Pacific, Union Tank Car, 
Texas Gulf Sulphur, Underwood, 





considerably less than that — 
and if there were no offsets for 
Armstrong, sales would be off 
less than 4%. On the contrary, 
1960 volume and earnings should 
gain further, bringing another 
boost in dividends, now at $1.60 
total. The offsets for reduced 





| versified Radio Corp.; in paper, Vanadium Corp., Vulcan Mate- home starts are: gains in home 
| from Sutherland Paper, without rials, Walworth and Worthington replacement demand for hard- 
' significant gain in share earnings Corp. surface floor coverings; the up- 
since 1950, to  better-situated a trend in sales of floor coverings 
Union Bag-Camp Paper. These Aluminum and other building products in 
are merely a few examples for When aluminum equities were non-residential markets; and im- 
illustration. Within the groups, higher, we expressed the un- proved demand for industrial and 
as well as in movement out of popular view here that they were packaging products, which -to- 
| unpromising groups, there are over-valued. Now production has gether provide over a third of 
—==<s' numerous possibilities for port- been cut back. With costs higher, sales. Sound stocks are unlikely 
folio improvement, combined with 1959 earnings will be under to remain under-valued indefini- 
tax savings. earlier hopes in most cases. Part-  tely. This one is under-valued. 
eae icular comment was made on We repeat the buying recommen- 
Group Variations over-valuation of Kaiser Alumi- dation. 
At this writing, stock groups num, then off from 1959 top of ‘ 
| performing better than the 65 to 56, in these pages in our Timken 
market — for how long nobody September 26 issue. Results for The stock of Timken Roller 
can say — are air transport, auto nine months indicate full-year Bearing, leader in its field, was 
accessories, baking, food brands, earnings well under 1958’s $1.43 recommended here at 57 in our 
department stores, motion pict- a share. Now around 49, the August 15 issue on the basis of 
ures, paper, television-electronics stock still appears too high. 1959 profit then estimated around 
and tires. On the lagging side are $5.00 a share, against 1958's 
aluminum, coal, coppers, electri- Another Look $2.10, with the indicated valua- 
cal equipment, farm equipment, Armstrong Cork was recom- tion about 11.4 times earnings. 
office machines, oils, railroads, mended here in our August 29 Timken has no steel shortage. 
rail equipments, steels and sugar. jgsue at 4214, or roughly 12 times (It makes and markets high- 
— the 1959 share earnings of $3.50- grade steel). But some of its auto- 
Strong Stocks $3.60 then forecast. Now at 44, motive and other customers are 
= A partial list of the stocks re- the stock has done little. Mean- short of steel. a, Ses 
oil flecting better-than-average de- while, a 61% profit gain in the fourth-quarter profit will be sub- 
| mand at this time includes: first nine months to $2.94a share normal; but 1959 net might still 
American News, Armour, Beech — exceeding any previous full- be close to $5.00 a share, in view 
Aircraft, Consolidation Coal, year total — suggests 1959 net of the sharp nine-months gain to 
Continental Steel, Crane, East- around $4.00 a share or well $4.23. If not, any lag would no 
art man Kodak, General Foods, In- above the earlier estimate. On doubt be made up in 1960, with 
DS- ternational Paper, Marshall this basis, the stock is priced net of as much as $6.00 a share 
no Field, Morrell, McKesson & around 11 times earnings. Why possible. The previous $2.00 di- 
a Robbins, Penney, Polaroid, Reyn- is it not in stronger demand?  vidend rate was raised recently 
nd olds Tobacco, Ritter and Vick Perhaps because of a mistaken to $2.40, plus a 30-cent extra. 
‘in Chemical. consensus that later profits will Now at 6114, the stock remains 
li- be cut considerably by shrink- moderately priced, and should 
h- Weak age in home starts. Actually well work higher. Its quality is above- 
nt Stocks showing downward ten- under a fifth of sales depend on average; and the price-earnings 
in dencies at this writing include: new housing activity. If 1960 ratio — whether figured on pos- 
on American Agricultural Chemical, home starts were off 20% in dol- sible 1959 results or average 
in American Potash, American lar value — it probably will be 1959-1960 profits — is consider- 
ably below average for issues of 
7 similar quality. 
DECREASES SHOWN IN RECENT EARNINGS REPORTS : 
1959 1958 Splits 
I i 12 weeks Oct. 3 $ 59 $ .65 Aimed at increasing invest- 
Continental Baking ...........c.ccccceccecsessesseeseesesseeoes 13 weeks Sept. 25 1.02 1.22 ment or speculative interest, 
Moore-McCormack Lines ..........cccccccecsseesesenveom Quarter Sept. 30 09 33 there have been additional stock- 
Republic Aviation Corp. ............css-ss0-ssesssen 9 mos. Sept. 30 1.79 2.66 split moves in recent weeks. Ex- 
White (S.S.) Dental Mfg. ...........-0cc0ssesseeseesees 9 mos. Sept. 30 2.38 4.32 amples include American Steel 
Denver & Rio Grande W. R. Rc. 9 mos. Sept. 30 95 1.07 Foundries, Allied Chemical, Cess- 
Harbison-Walker Refract. .............0..c.-ssseseseee Quar, Sept. 30 37 76 na Aircraft, General Outdoor Ad- 
Lehigh Coal & Navigation 0.0.0.0... Quar. Sept. 30 18 28 vertising, Goodyear Tire, Shell 
Chance Vought Aircraft .............cccccscssssseee Quar. Sept. 30 1.02 2.09 Oil, Stewart-Warner and West- 
Glemmeeet® GOR ccsceccecccescscveesscesesececeessemeensnes Quar. Sept. 30 99 1.34 inghouse Electric, among others. 
Se (Please turn to page 259) 
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Trend 
Forecaster 


INTERESTING TO 
NOTE — The rise in 
industrial production 
line between 1956-57 
was offset by econo- 
mic decline in that 
period, accurately 
forecasting heavy 
inventory accumula- 
tions. 


oe 


149g 1951 


Wi the many revolutionary changes in our economy, 
it was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 
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(t)—Seasonally adjusted except stock and commodity prices. 
(a)—Computed from F. W. Dodge data. 
(b)—-Computed from Dun & Bradstreet data. 
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Industrial Production _| 
FRB INDEX 1947-1949-100 





TER OF 


|THE TREND FORECASTER 
| 


RELATIVE STRENGTH MEASUREMENT 


SS ee ee 
> 5 y 9 y 1955 y . 1958 1959 


This we have done in our Trend Forecaster (developed 
over a period of several years), which employs those indicators 
(see Components of Trend Forecaster) that we have found to 
most accurately project the business outlook. 

As can be seen from the chart, industrial activity in itself 
is not a true gauge of the business outlook — the right answer 
can only be found when balanced against the state of our 
economy. The Trend Forecaster line does just that. When it 
changes direction up or down a corresponding change in our 
economy may be expected several months later. 

The depth or height of the developing trend is clearly pre- 
sented in our Relative Strength Measurement line, which re- 
flects the rate of ex ~~ or contraction in the making. When 
particularly fav le indications cause a rise that exceeds 
plus 3 for a period of ty a strong advance in general busi- 
ness is to be expected. On the pe do hand, penetration of 
minus 3 on the down side usually precedes an important con- 
traction in our economy. 

We beli that subscribers will find our Business Trend 
Forecaster of increasing usefulness both from the investment 
and business standpoints. 


Current Indications of the Forecaster 


As the year entered the fourth quarter, declines 
continued to dominate the component series entering 
into the Trend Forecaster. The latest figures for 
hours worked, housing starts and nonresidential 
construction all pointed moderately downward. Dur- 
ables orders rose somewhat in September, but were 
far below their prestrike peak. New incorporations 
and business failures were behaving erratically, but 
exhibiting a slight downward trend. Stock prices rose 
in October, but were still considerably below their 
July peak. Only raw materials prices were continuing 
the strength apparent earlier in the year. 

The Relative Strength Measurement, which sum- 
marizes the direction of movement of all eight series, 
turned negative at the start of the third quarter, and 
had fallen to a level of minus 1.3 by September. How- 
ever, the Measurement has been artificially depressed 
by the steel strike which has lowered such indicators 
as hours worked, durable orders and even construc- 
tion contracts. The Relative Strength Measure will 
doubtless recover when durables production returns 
to normal. 
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CONCLUSIONS IN BRIEF 


PRODUCTION — still hampered by steel shortages, but 
recovery now lies ahead as steel supplies begin to flow 
again. Look for an industrial production index over 150 
in December, and back to prestrike peak of 155 in Jan- 
vary, assuming no further losses of steel. 


TRADE — weakened by the prolonged steel strike, has 
nevertheless stood up well, and will recover strongly 
into Christmas. Acceptance of new automobile models 
favorable, but sales hindered by low dealer stocks in 
most lines. Soft-goods volume to set a Christmas record. 


MONEY & CREDIT — slight ease has been perceptible in 
short-term market, as draining of steel inventories has 
increased supply of funds somewhat. Outlook; little 
further change for about two months, then marked 
further tightening as demand for funds swells. 


COMMODITIES — general prices continue largely un- 
changed, although raw commodities have strengthened 
somwhat since late October. Outlook: mild uptrend ap- 
pearing over next two months in general wholesale 
price level, and running into 1960. 











MONEY AND BANK CREDIT 
(All Commercial Banks) 





























BILLION 
DOLLARS 
190 T . . v 7 T | } 
TOTAL LOANS i INVESTMENTS | 
Scole left | | | [ 
| | | | | 
“TTT A 
} | | | | 
LY) i | | | oe | } | | BILLION 
/ Beg | } | ee DOLLARS 
170 | t TTTTTTTT tr s0 
| | 
| 











THE ACTIVE MONEY SUPPLY * | | | | 
160 (seasonally adjusted) 4-\-+4- oe | jf ++" 


rey fe MTT 
| LLL + tiitit | +130 





Seole left 


110 | } 
Sennen Beene 
TL] peceeinee 
100-+-+- TOTAL LOANS pe ort geeb +++ 
SD aaa | | | 
an 





| 
cn 


TTTSs 


—j—— — 


1} 

INVE Ps a IN U.S. GOVERNM ENTS| | 

cale righ | 

| TTTN 

WPT emtna topes & I | | y 
L | 


we “tL 
aT TATONS TEM AM TIRE OND 
1958 1959 





= 
— 


























Speen 


55 























NOVEMBER 21, 1959 











BUSINESS ACTIVITY  () 
M.W.S. Index (1935- 1939 100) | 
) | { | | +4 


























es 
Year 
' 
ocr 
mC 
| Two 
Weeks 
Ago 








Tr pt 


ok a J J 
JAN. FEB MAR APR way TUNE LY AUG. SEPT. OCT “NOV. DEC 

















ITH the termination, at least temporarily, of the 

steel strike, observers of business conditions are 
about to test the major hypothesis advanced during 
the strike; namely, that once steel starts to flow 
again the economy will return to the uptrend charac- 
terizing business conditions before the strike. As of 
now, this remains the best hypothesis on which to 
hinge a business forecast; difficult as it is to accept 
on its face, the fact seems to be that the strike has 
delayed, deferred, deterred, hindered and otherwise 
disrupted activity, without causing any demands to 
be lost irrevocably. By all indications, business is 
now in for a rapid advance that will carry it back 
to where it was in June, 1959, and then to substan- 
tially above that level—on forward buying induced 
by strike uncertainties in various industries. 

In fact, the danger facing business as a result of 
the strike does not seem to be a shortage of demand, 
but a clear and perhaps dangerous excess of demand 
appearing in markets over a fairly short and con- 
centrated period, with perhaps serious inflationary 
and speculative components. There are few experi- 
enced observers of business trends who do not now 
expect such an upsurge of activity as to induce rising 
prices in markets that only a few months ago seemed 
anything but buoyant in terms of price behavior. 
And rising prices tend to make monetary policy a 
very dull tool indeed; it takes only the most frac- 
tional of price rises to induce inventory accumulation, 
even at very high levels of interest rates under ex- 
isting conditions. 

(Please turn to the following page) 
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THE MONTHLY TREND | Latest Previous Year PRESENT POSITION AND OUTLOOK 
| Unit Month Month Month Ago : 
This fact tends to frame what 
INDUSTRIAL PRODUCTION* (FRB) ........ | 1947-'9-100 | Sept. 148 149 137 now seems to be the basic issue of 
Durable Goods Mfr. .........ccscssesseees 1947-'9-100 | Sept. 158 159 145 1960. The steel strike will induce 
Nondurable Goods Mfr. ..... | 1947-'9-100 | Sept. 145 146 133 rising prices and speculative activ- 
SOIT scasississcneviainsnneiionientgendecinenetionanteinn 1947-'9-100 Sept. 116 117 123 ity at a time when the Federal 
> alia 
eserve, as well as the Administra- 
_ ERLE illi t. 17.8 18.1 16.6 : ’ : 
a |$ — om tion, are unalterably dedicated to 
I NINN ici csiuccteisntnmnntenenneasiitiea | $ Billions Sept. 5.8 6.1 5.1 : - : 
oe arresting inflation, and the result 
Nondurable Goods .................. eee $ Billions Sept. 11.9 12.0 11.5 of tile ineeil-om ediitaden to Wale $5 
Dep't Store Sales ....cccccssccsssssssssseessees 1947-'9-100 | Sept. 146 149 135 a on 1S : 
| be the severest money market con- 
MANUFACTURERS’ ditions in over thirty years. Im- 
New Orders—Total*® .........cccccssssessees | $ Billions | Sept 30.6 29.0 27.0 plied in this violent contest between 
Durable Goods ........:.sccssssssesssssssee $ Billions | Sept. 15.0 14.0 129 | a speculaive boom and restrictive 
Nondurable Goods ................000 | $ Billions | Sept. 15.6 15.0 14.2 monetary policy are extremely high 
SN siiecnsicivensmninennnsninainins | $ Billions | Sept. 29.6 29.2 26.8 | interest rates across the board, and 
PTI cs. .ccccssinninnmananennlial $ Billions | Sept. 14.1 14.0 12.7 possibly a spectacular drying up of 
Nondurable Goods ................00:00+ | $ Billions Sept 15.5 15.2 14.1 funds in those parts of the market 
—_ ag col e955 aso | Susceptible to high interest rates; 
eros ae gpenaees END MO.* .. os as a pe . a a namely, private residential building 
a — ss eteiichdad daa tadaatamaiilal : — | a vot of a and state-and-local spending Sow 
— TS ccccccevccccccccevesccocccscocccseoooses 2 — ept. e x ° public works. Both of these areas 
a a a $ Billions | Sept. 24.8 248 23.7 ‘ ‘ ae 
gg Ca 1947-'9-100 | Aug 160 139 148 bear on the construction market; it 
° r DEMS ccccccccccccesccscccoscces | °7- | . . 
_sobbaeata se a 7 is not too much to say that unless 
CONSTRUCTION TOTAL oo.....cccccccssscceee | $ Billions | Sept. 5.1 53 47 tag eye — - unforeseen 
| SIRE eeree | $ Billions | Sept. 3.5 3.6 3.2 urn, the outlook for the construc- 
Residential | $ Billions | Sept. 2.1 2.1 17 tion industry and its suppliers has 
All Other | $ Billions | Sept. 1.4 1.5 15 seriously worsened in the course of 
Housing Starts*—a ............csssceseseees | Thousands | Sept. 1325 1340 1255 the steel strike. 
Contract Awards, Residential—b...... $ Millions Sept. 1466 1551 1460 e ~ - 
NS Ee $ Millions | Sept. 1592 1532 1756 
— ——___—____—___— ——— SEPTEMBER FIGURES — they showed 
EMPLOYMENT suspiciously little effect of the steel 
RTI <oxcasdscstietiviussniconsenenten Millions Sept 66.3 67.2 64.6 strike outside the steel industry 
Niece | Millions Sept. 52.5 52.1 51.2 itself. Sales volume (after seasonal 
I scccccenisorcnnoneniceiias | Millions | Sept. 8.1 7.8 7.9 adjustment) improved in most in- 
SIT iscicescintistienbiaeeennbiciia Millions —_| Sept. 5 11.4 112 | dustries, with particularly sharp 
PO cvcccnccsmes: neensseennsetensioncintion Millions | Sept. 12.3 12.2 119 improvement in soft-goods manu- 
Pere WRI cccescesesssceresenesocncers | Hours Sept 40.4 40.5 39.9 facturing lines, and new orders rose 
Hourly Earnings eeceneccoccccooceeoesers Dollars | Sept. 2.21 2.19 2.14 to a level not very much below the 
Weekly Earnings ................0 | Dollars Sept. 89.28 88.70 88.39 record volumes set in the months 
PERSONAL INCOME® ....ccsccsnssnson $ Billions | Sept. 380 380 364 preceding the strike. The industrial 
ws ‘ oi production index declined only 
Ie IIE sieniscnsinncnniecitinmensinn $ Billions | Sept. 258 259 243 > 
es meng fractionally; unemployment and 
Proprietors’ Incomes | $ Billions | Sept 56 57 59 ] t | ed little: and 
Interest & Dividends $ Billions Sept. 37 36 33 whil yen sr ll b wl th 
Transfer Payments. ............0sssseessvers | $ Billions Sept. 27 27 27 while retail sales fe clow 1€ 
Ferm Umcome o.cccccssssvssvsvvescesseneseseee | $ Billions | Sept. 13 14 18 August rate, at least part of the 
! | decline was owing to unseasonably 
CONSUMER PRICES 1947-'9-100 | Sept. 125.2 124.8 123.7 warm weather. For most of these 
| ESR 1947-'9-100 | Sept. 1187 1183 1203 | statistics, however, the October 
Clothing... 1947-'9-100 | Sept 109.0 1080 107.1 figures are likely to show a some- 
SEE mene ere nereee ar | 1947-’9-100 | Sept. 129.7 129.3 127.9 what different story. Better weath- 
er and new automobile models evi- 
on . nn = _ dently improved the rate of retail 
; re ; TD” vecncsccsensniesnnes ; a a ema a yon sales. But unemployment doubtless 
Seet Bo ‘“ mm iia te ons $ ations | ine 30.3 29.9 “4 rose and employment fell; the pro- 
nding—........ \ A A, * . . 
ercnsdinypan der cu nern li a 2 duction index certainly fell more 
Instalment Credit Extended* .......... $ Billions | Sept 4.1 4.1 33 h . " 
: ; a vi than the one-point decline of Sep- 
nstalment Credit Repaid” ................ $ Billions | Sept. 3.6 3.6 3.4 . 
tember, and manufacturing sales 
FEDERAL GOVERNMENT and orders were evidently off not- 
Budget Receipts ......cccsccssncssnseenneeen | $ Billions | Sept. 8.5 57 72 | ably. By mid-October, the steel 
Budget Expenditures... $ Billions | Sept 6.4 6.3 6.6 strike had finally worked its way 
Defense Expenditures 0.0.0... $ Billions | Sept. 3.8 3.7 3.8 into the fabric of steel-consuming 
Surplus (Def) cum from 7/1 ........... i$ Billions | Sept. (1.8) (3.9) (4.5) industries, although it may be 











~ 


| oN nUAneaVoh age ea eausnow 














252 


THE MAGAZINE OF WALL STREET 


and Trends 




































































OK QUARTERLY STATEMENT FOR THE NATIONAL ECONOMY PRESENT POSITION AND OUTLOOK 
— In Billions of Dollars—S Hy Adjusted, at Annue! Rates —_ 
several months before the full ex- 
0 RACES re 1958— amage will be reflected 
ce SERIES Sune Ginn eitanes aan — ~ = —_ age be ill be re 
og Wi rT i Ww In aetale StaLISTICs. 
ral | | | GROSS NATIONAL PRODUCT ............. 481.0 484.5 470.2 444.0 * * * 
ra- ; Personal C mpt 313.5 311.2 303.9 294.4 
to ! oo Domestic Invest. ..............000 69.0 775 69.8 54.2 INSTALMENT CREDIT — in Septem- 
ports sia —0.5 —1.8 0.9 1.6 ; ; 
ult Government Purch 99.0 77 97.4 938 | ber, as total personal income eased 
to Federal ............cccsssssssssseesseseesssssseee ee 54.0 53.9 53.8 53.6| a little further, the rate of net new 
-. Lk REE e mes 45.0 43.8 438 40.8 debt formation via instalment pa- 
m- PERSONAL INCOME 381.0 381.1 3718 336.4] per continued at close toa $6 billion 
en - & go Payments ..........---ovss.-. 45.8 45.8 44.4 429| annual rate. This is higher than 
: sposable Income ..............+ - 335.2 335.3 327.4 320.4 oi. ans increase experi- 
ve Consumption Expenditures a 313.5 311.2 303.9 294.4 a 
rh Personal Saving—d .........-sessvsses = 21.7 24.1 23.5 260} enced during the automobile boom 
id CORPORATE PRB-TAX paceNS of 1955. The rate of debt repay- 
of Corporate TaHee .cccecacccsescesseeccceeeeeen a = oa ment also continued to advance dur- 
et Corporate Net Profit .... 27.0 23.8 19.5 ing the third quarter, and for the 
- Dividend Payments .......... 13.0 12.8 126] quarter as a whole evidently reach- 
me Retained Earnings .... . . ....c.cssssseeesees 14.0 110 69 ed not only a dollar record, but a 
- PLANT & EQUIPMENT OUTLAYS .......... 34.3 32.5 30.6 2961 record in terms of percentage of 
s personal income. This is one of the 
t THE WEEKLY TREND basic dimensions of 1960: how 
s much farther and faster can instal- 
n _ a —- — pd ment debt go in 1960, and can it 
r ~ we ~*- = #° {| go far enough and fast enough to 
a me ~~ Activity Index*.. penn Oct. 31 271.0 271.7 ~=—-:287.4 support the seven-million automo- 
y ndex—per capita’...... -"9- Oct. 31 198.2 198.7 213.8 a . . , of » cast by 
f Steel Production ..cccccccesceenemm % of Capacity | Nov. 7 13.0 131 745 _ a bile —- - yee y 
Auto and Truck Production ....| Thousands Nov. 7 87 124 158 e automobue industry - pest cur- 
Paperboard Production ............ Thousand Tons Oct. 31 332 318 318 rent guess: it can go far enough 
at mg 4 = sesssenen poy _ - a . a . ie and fast enough to provide a bump- 
ric Power Outpuf* ............. ~“49- . . . . ke "« ilac s 
Freight Carloadings ................... Thousand Cars Oct. 31 588 607 674 er 1960 market for automobiles and 
l Engineerings Constr, Awards ....| $ Millions Nov. 2 252 319 221 appliances, but the economy may 
, Department Store ee = Oct. 31 145 150 ae pay a sizeable penalty in 1961 for 
Deposits— ................ Billions | Oct. 28 61.2 60.8 7. — 7 d : C 
Business Failures—s ...............-.. | Number Oct. 29 273 250 299 overextension of debt in 1960. 
*Seasonally adjusted. (a)—Private starts, at annual rates. (b)—F. W. Dodge unadjusted data. (c)—Weekly reporting member banks. (d)—Excess of 
disposable income ever personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of Economic Advisors. (g)—337 non-financial 


| centers, (na)—Not available. (r)—Revised. (s)}—Data from Dun & Bradstreet. Other Sources: Federal Reserve Bd., Commerce Dept., Securities & 
Exch. Comm., Budget Bureau. 
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No. of 1959 Range 1959 (Nov. 14, 1936 Cl.—100) High low Oct.30 Nov. 6 
Issues (1925 Cl.—100) High low Oct.30 Nov. 6 100 High Priced Stocks ............ 306.7 268.4 292.0 291.1 
300 Combined Average ............. 492.4 436.9 468.4 469.4 100 Low Priced Stocks ............ 665.9 585.4 631.8 634.6 
4 Agricultural implements ...... 492.4 356.2 460.9 460.9 5 Gold Mining ............-0- 996.6 853.0 971.3 971.3 
3 Air Cond. (‘53 Cl.—100) .... 137.2 110.5 111.7 115.3 4 Investment Trust .................. 190.6 167.0 168.8 170.6 
10 Aircraft (‘27 Cl.—100) ........ 1375.1 1019.1 1043.6 1068.2 3 Liquor (‘27 Cl.—100) ........ 1624.8 1429.2 1489.4 1504.4 
7 Airlines (‘27 Cl.—100) ........ 1429.4 1079.6 1179.5 1179.5 ED .. ccnessetenntincinemenin 563.2 452.4 523.3 501.2 
4 Aluminum (‘53 Cl.—100) .... 594.5 392.0 473.9 486.8 3 Mail Order ......... 414.0 253.1 409.1 409.1 
IID isccticticntenstaniene 252.6 200.5 235.2 239.1 4 Meat Packing 267.2 204.4 267.2 267.2 
6 Automobile Accessories ...... 525.8 413.4 505.8 505.8 5 Mtl. Fabr. (‘53 Cl—100) .. 211.2 181.3 193.6 193.6 
2 ESSE 152.0 93.7 146.3 152.0H 9 Metals, Miscellaneous ........ 409.6 343.8 365.7 369.4 
4 Baking (‘26 Cl.—100) ........ 41.3 38.7 39.8 40.2 EY ncctstcsicnenitinietnnenniearns ‘ 1170.1 1252.0 1287.1 
4 Business Machines .............. 1395.5 1173.8 1265.1 1252.0 22 Petroleum ............... - 710.1 735.2 726.5 
6 Chemicals 835.5 692.9 774.4 794.8 21 Public Utilities 334.9 341.7 341.7 
ff Leer 37.8 28.1 34.8 35.9 6 Railroad Equipment ............ 104.1 86.9 98.0 96.3 
4 Communications .................. 205.4 164.6 198.9 205.4H | 20 Railroads ...............cccccccceseeeee 78.2 68.1 68.1 68.1 
9 Construction ........... ‘ 155.6 169.6 169.6 3 Soft Drinks 709.3 599.8 686.3 697.8 
7 Containers ............ 5 988.8 1010.8 1021.8 12 Steel & Iron .... 476.4 392.5 461.1 457.3 
6 Copper Mining .... 280.7 322.4 327.9 © DRE ccercesesenses 1447 91.3 91.3 92.6 
2 Dairy Products ! 138.8 156.0 154.5 |, sees 863.3 $03.6 603.6 611.2 
6 Department Stores .............. 141.5 119.1 139.1 141.5 11 TV & Electron. (‘27 Cl—100) 107.1 65.6 98.1 95.4 
5 Drugs-Eth. (‘53 Cl.—100) .... 475.4 379.5 431.5 435.5 0 259.6 176.6 217.2 222.5 
6 Elec, Eqp. (‘53 Cl.—100) .... 335.3 268.8 332.6 327.3 3 Tires & Rubber ww 281.8 216.1 258.5 260.6 
3 Fi Companies .............. 769.7 661.8 690.5 676.1 S| re a! a 172.9 194.9 193.2 
fo 470.0 406.3 438.1 438.1 3 Variety Stores 363.9 331.4 3476 347.6 
Be IID acsosnicsecniecensmaienn 279.6 244.4 249.8 255.2 20 Unclassif’d (49 Cl—100) .... 284.9 239.8 261.1 261.1 
H — New High for 1959. 
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Trend of Commodities 





SPOT MARKETS—Sensitive commodities were generally lower in 
the two weeks ending November 6 and the BLS daily index 
of 22 such commodities lost 0.6%, to close at 86.0. All major 
components of the index, except textiles, were lower. Raw 
industrial materials were mixed, although losses outweighed 
gains. Hides, tallow, tin and zine all declined, while burlap, 
copper scrap and rubber improved. 

Among the rank and file of commodities, meanwhile, 
changes were mostly negligible. The BLS comprehensive 
weekly wholesale price index rose 0.1% in the two weeks 
ending November 3, with both the farm and non-farm price 
components advancing slightly. Changes among broad price 
indicators have been very slight during most of this year, 
indicating that the monetary authorities have succedeed thus 
far in containing inflationary pressures. 


FUTURES MARKETS—Sharply divergent trends featured futures 
markets in the two weeks ending November 6, with some 
commodities (such as soy beans and rubber) spurting higher, 
while others (hides for example), retreating rapidly. In gen- 
eral, however, more commodities gained than lost ground. 
The Dow-Jones Commodity Futures Index was little changed, 
adding 0.11 points during the period. 

Wheat futures were moderately lower and the March 
option lost one cent in the period under review. With cash 
prices of most grades moving akove effective loan levels, 
producers were inclined to offer grain more freely, Other 
news was just about a “stand-off”, with reports of poor grow- 
ing conditions in Europe and Canada being offset by esti- 
mates that our exports may fall below previous expecta- 
tions. 
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BLS PRICE INDEXES Latest 2Weeks 1¥r. Dec.6 
1947-1949—100 Date Date Ago Ago 1941 

All Commodities Nov. 3 119.2 119.1 119.2 60.2 
Farm Products Nov. 3 86.6 86.1 92.1 51.0 
Non-Farm Products Nov. 3 128.6 128.5 126.8 67.0 
22 Sensitive Commodities Nov. 6 86.0 865 883 53.0 
9 Foods Nov. 6 747 75.2 83.8 465 

13 Raw Ind‘l. Materials Nov. 6 453 862MA5 SBS 

5 Metals Nov. 6 104.4 1045 100.5 54.46 

4 Textiles Nov. 6 79.2 790 784 563 








MWS SPOT PRICE INDEX 
14 RAW MATERIALS 
1923-1925 AVERAGE—100 
AUG. 26, 1939—63.0 Dec. 6, 1941—85.0 





1959 1958 1953 1951 1941 


High of Year 161.4 154.1 162.2 215.4 85.7 
Low of Year 152.1 146.5 1479 176.4 743 
Close of Year 152.1 152.1 180.8 83.5 





DOW-JONES FUTURES INDEX 
12 COMMODITIES 
AVERAGE 1924-1926—100 


1959 1958 1953 1951 1941 





High of Year 152.7 159.0 166.8 215.4 84.6 
Low of Year 144.2 147.2 153.8 174.8 55.5 
Close of Year 147.6 166.5 189.4 84.1 
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/ Answers to Inquiries... 





The Personal Service Department of THE MAGAZINE OF WALL STREET 
will answer by mail or telegram, a reasonable number of inquiries on 
any listed securities in which you may be interested or on the standing 
and reliability of your broker. The service in conjunction with your 
subscription should represent thousands of dollars in value to you, It 
is subject to the following conditions: 

1. Give all necessary facts, but be brief. 


intervals. 


addressed envelope. 


envelope. 


ao = © fw 


Confine your requests to three listed securities at reasonable 
No inquiry will be answered which does not enclose stamped, self- 
No inquiry will be answered which is mailed in our postpaid reply 


Special rates upon request for those requiring additional] service. 





Archer-Daniels-Midland Co. 
I am a subscriber to your Magazine 
and would appreciate receiving recent 
information on ‘Archer-Daniels-Midland 


Co. 
R. N., Rochester, N. Y. 


Archer-Daniels-Midland Co. re- 
ported net profit for the fiscal 
year ended June 30, 1959 of $5,- 
134,386, equal to $3.38 a share, 
compared with $3,903,622, or 
$2.45 a share, a year ago. 

Sales and operating income 
totaled $239,370,108 against 
$225,811,912 for the 1957-58 pe- 
riod. Nearly every phase of the 
ccmpany’s diversified operations 
shared in the sales and earnings 
gains. 

Earnings turned down, how- 
ever, in the first fiscal quarter 
ended September 30th 1959. The 
company reported net income of 
$857,503 equal to $.53 a share 
compared with $1,618,181 and 
$1.01 in the in the 1958 period. 

The soybean, linseed, flour, and 
grain operations returned better 
profits than a year ago and note- 
worthy gains also were reported 
in the sales to the chemical, pro- 
tective coatings and taconite in- 
dustries. 

Four quarterly dividends of 50 
cents a share, totalling $3,206,- 
123 and equal to 50% of earnings, 
were paid during the year. 

Net worth reached a new high 
of $98,698,383 or $61.48 a share, 
at year-end. Working capital in- 
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creased to $50,977,812, or $31.75 
a share. 

With no bank loans at the 
close of the fiscal year, ADM re- 
mained one of the nation’s few 
major corporations without any 
bank debts, loans, or preferred 
stock. 

A leading processor and mer- 
chandiser of agricultural com- 
modities, ADM operates 141 
plants, elevators and mines in 
the U.S. and Canada. Its more 
than 1,000 standard products are 
used by every segment of Amer- 
ican industry. 

The company introduced a 
number of new products last 
vear, ranging from chemicals to 
protective coating vehicles to food 
products. 

New industrial cereals, pro- 
duced at new facilities in St. Jo- 
seph, Mo., have boosted sales of 
those products to the building ma- 
terial, mineral processing, paper 
and explosive industries. The 
company is also expanding oper- 
ations abroad. 

The outlook over coming 
months continues favorable. 


Smith-Corona Marchant 


“I am again subscribing to your maga- 
zine and I would appreciate some infor- 
mation in regard to Smith-Corona 
Marchant as to recent earnings, etc.” 

K. A., Valley Forge, Pa. 


Smith-Corona Marchant is a 
prominent office equipment manu- 


od 


ae | 
. 


* 


“ 


facturer. The company represents 
the merger in mid-1958, of Smith- 
Corona, Inc. and Marchant Calcu- 
lators Inc. Competitior. in the in- 
dustry is exceptionaily keen. 

Net sales increased to $90,411,- 
280 in the fiscal year’ which ended 
June 30, 1959 compared with the 
previous year’s total of $87,145,- 
774. 

Net earnings decreased to $551,- 
396, equal to 30 cents a share 
based on the 1,860,924 shares out- 
standing, compared with $2,244,- 
258, or $1.38 a share based on the 
1,630,764 shares outstanding the 
year previous. 

The poor showing continued in 
the fiscal quarter ended Septem- 
ber 30. On sales of $22,137,220 the 
company earned net income of 
$148,696 equal to 8 cents a share. 
In the similar 1958 quarter, on 
sales of $20,468,040, earnings of 


$339,553, or 21 cents a share 
were reported. 
The company’s building pro- 


grams, including its accelerated 
research and engineering pro- 
gram added substantially to the 
company’s costs, and together 
with other factors resulted in the 
decline of earnings. These addi- 
tional factors included: (1) the 
business recession which had an 
extended influence on the entire 
office machine industry, (2.) un- 
usually intense competition in the 
portable typewriter industry 
which resulted in a decline of 
profit margins to the lowest level 
in years, and (3.) a charge 
against earnings covering all of 
the costs of a joint development 
program undertaken with another 
company involving the develop- 
ment of a special product. 
Research and engineering ex- 
penditures totalled $4.3 million 
last year compared with $2.8 mil- 
lion the year previous, accounting 
for a third of the difference be- 
tween last year’s earnings and the 
prior year’s. According to the 
chief executive of the company 
(Please turn to page 268) 
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General Electric Vallecitos Atomic Laboratory. Here, in California’s Livermore Valley, U.S. Steel sponsors the first large-scale, pri- 
vately financed study of radiation effects on steel. Project will hasten the advent of low-cost atomic power. 


This G.E. technician adds a touch 
of glamour to the serious busi- 
ness of making a radiation count 
on foil samples removed from 
General Electric Test Reactor. 
She works in a mobile lab made * 
available to the project. : 


_ 
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ee 


with (ss) Atom Age Steels 


EFORE ATOMIC POWER can light our cities 

or run our industries efficiently, the cost 
of building and operating commercial atomic 
reactors must be reduced. The two big prob- 
lems: high cost of nuclear fuel, and the need 
for better and less costly materials of con- 
struction. 

Firsthand information on the effects of 
radiation on steel has not been easy to come 
by. The start-up of the General Electric Test 
Reactor, near Pleasanton, California, and the 
Westinghouse Testing Reactor near Pitts- 
burgh has enabled U.S. Steel to launch the 
first large-scale private investigation of irradi- 
ated steels. These explorations will be carried 
out in private test reactors, wholly financed 
with private capital. 


FLL. 


gebarua Hie 


Today, U.S. Steel has scientists working 
full-time at Westinghouse and General Elec- 
tric Atomic Laboratories; extensive applied 
research in nuclear steels is also being carried 
on at U.S. Steel’s Monroeville Research 
Center. 

From these tests will come new and im- 
proved atom age steels: stronger, more cor 
rosion-resistant steels, steels that will hasten 
the advent of commercial nuclear power 
The full effects of this vast U.S. Steel re- 
search program may not be felt for two, 
five, or even ten years. But, cheaper atomic 
power is on its way . . . because American 
industries like U.S. Steel are contributing 
to the research. United States Steel, 525 
William Penn Place, Pittsburgh 30, Pa. 


USS is a registered trademark 


United States Steel 





Clayton McDole, U.S. Steel scientist (second from left) supervises the removal of irradiated foil samples 
from General Electric Test Reactor. Information obtained provided a solid flux data foundation for the 


irradiation research of special reactor steels. 








Suppose you invested 


as these pro’s did 


If you had a pipeline into the 
inner councils of an investment 
trust when its experts were de- 
ciding to buy or sell, how much 
better off would you be in a 
hurry? You’ll find light shed on 
this interesting idea in a most 
informative article, “Large-Scale 
Investment Decisions,’ in the 
current issue of THE EXCHANGE 
Magazine. Here you'll find what 
happened to 16 equities acquired 
by one or more of five closed-end 
investment trusts. Had you 
bought the same stocks at the 
same time, how much profit 
would you have had at the end 
of the following quarter? The 
table tells you. 


Volatile Stocks—Hot and Cold 
Here’s a fascinating summary of 
the pepperiest stocks of the 
year—at both ends of the scale. 
In ‘Volatile Stocks of 1959,” 
THE EXCHANGE Magazine exam- 
ines first the 18 stocks with the 
sharpest advances during the 
first nine months. Then the spot- 
light is turned on the 18 stocks 
with the most precipitous de- 
clines. You'll find each of these 
stocks, hot or cold, in this re- 
vealing article. 

Who's Paying the Dividends? 
Now that the returns for the first 
nine months are in, the New York 
Stock Exchange looks at the rec- 
ord of dividends paid on listed 
stocks. The increases in some in- 
dustries were very substantial. 
Other industries fell behind last 
year. You'll want to know the 
score and you'll find it conven- 
iently tabulated in “Common 
Dividends Spurt to New High,” 


Magazine. 





NAME 


THE EXCHANGE Magazine, Dept. 7 
11 Wall Street, New York 5, N.Y. 


Enclosed is $1.50 (check, cash, money order). 
Please send me the next 12 issues of THE EXCHANGE 


a useful and timely article in 
the November issue of THE 
EXCHANGE Magazine. 


Diversifying at a Profit 
Diversification has been known 
to raise more problems than it 
solved. One key to success may 
lie in “‘diversification with direc- 
tion.” This is how Ben Hill Will- 
ingham describes the expansion 
method of the company of which 
he is President, Genesco, Inc. 
He tells the instructive story of 
the company’s successful pro- 
gram in “Diversification — In- 
dustry’s Two-Way Street.” 

Just what is the Dow-Jones 
Industrial Average and what is 
its significance to you? That’s 
the subject of another timely 
article, ‘““That Industrial Aver- 
age.”’ Other articles add to the 
pleasure and useful information 
you'll find in the November issue 
of THE EXCHANGE Magazine. 


* * * 


THE EXCHANGE Magazine isn’t 
sold on newsstands. Mail the 
coupon below for the next twelve 
issues, beginning with the No- 
vember. number—and enjoy a 
full year of informative reading 
about the stock market, new de- 
velopments, investing. All for 
only $1.50. 


P.S.: THE EXCHANGE Magazine 
makes a unique, welcome and 
inexpensive Christmas gift for 
friends or associates. Attach your 
gift list and your check at the 
rate of $1.50 per subscription for 
each name. An attractive gift 
card will be sent to each person 
on your list. 





ADDRESS. 





CITY 


STATE 























Tax-Free Dividends 





(Continued from page 241) 


of 1954 some recognition was 
given for the first time to the 
stockholder’s right to some re- 
lief from the double taxation of 
his income (i.e., the 52% corpo- 
rate tax plus the tax on dividends 
received). Under the heading 





“Dividends Received Credit,” the | 
first $50 of dividends received by | 


an individual from a taxable do- 
mestic corporation is now ex- 
cluded from the individual’s tax- 
able income. The remainder is in- 
cludible in the income on which 
the tax is computed, but the law 
allows a credit against the tax 
on such dividends. This credit 
is 4% of the amount of taxable 
dividends received, but is limited 
to 4% of the taxable income. 

For corporate taxpayers there 
are several special provisions of 
the Federal income tax law affect- 
ing the rate of taxation on divi- 
dend income. The most important 
of these provisions is the divi- 
dends received credit. For cor- 
porations which own stock this 
credit amounts to 85% of all divi- 
dends received from a domestic 
corporation. This credit tends to 
make stock holdings more desir- 
able to corporate investors than 
taxable bonds since the effective 
tax rate on the dividend income 
is only 7.8% (52% on 15%) com- 
pared to the 52% tax rate on bond 
interest income. 


Another facet of the dividends 
received credit as it applies to 
corporate investors is the reduc- 
tion in the dividends received 
credit to 62.12% on dividends re- 
ceived on preferred stocks of pub- 
lic utility companies issued before 
October 1, 1942, for which the 
payor corporation is allowed a 
dividends paid deduction. This 
provision makes such old or re- 
funding utility preferred stocks 
less desirable from a tax stand- 
point than the so-called new 
money issues sold for new con- 
struction purposes after 1942. 

In determining the relative de- 
sirability of different stocks for 
various types of investors, the 
tax treatment of the dividend in- 
come has come to be a factor of 
great importance. In fact, in cer- 
tain instances the tax status of 


THE MAGAZINE OF WALL STREET 


—— 


the st 
ments 
portar 
2conor 
as the 
his gl 
‘take 
is mor 
tax yi 
puted 
taxes. 
Feder: 
mount 
given 
exemp 
becom 
ties v 
butes 
treatn 
ments 

The 
-uriti 
ed to 
sues \ 
reasol 
high i 


ee 


er 


(C 


Of co 
self i 
value. 
they | 
time. 
ties, 

or le 
Amer 
pex, 

ment. 
Tire, 
al Pa 
torol: 
Carb 
Truck 


cyclic 
grow 
medi 
move 
railr 
The 
ists | 
Truc 
menc 
issue 
latte 
at 45 
shor 
tor, 
comy 
vicin 
Both 
Both 
price 
pote! 


NOV 


1) 


was 
» the 
> re- 


nm of | 
Irpo- } 


ends 
ding 
’ the 
d by 
. do- 
ex- 
tax- 
$ in- 
hich 
law 
tax 
edit 
able 
ited 


ere 
3 of 
ect- 
ivi- 
ant 
ivi- 
-or- 
his 
ivi- 
stic 
' to 
wr 
Lan 
ive 
me 

m- 
nd 


ids 

to 
1c- 
ed 
re- 
ib- 
re 


he 


the stock and its dividend pay- 
ments may attain a level of im- 
yortance close to or exceeding 
~onomic or financial factors. Just 
is the worker is less interested in 
his gross pay rate than in his 
‘take home” pay, so the investor 
is more concerned with this after- 
tax yield than in his yield com- 
puted before the deduction of 
taxes. With this in mind, as the 
Federal income tax rates have 
mounted, investors in bonds have 
given increased attention to tax- 
*xempts and stock investors have 
become more interested in equi- 
ties which possess special attri- 
butes with respect to the tax 
treatment of the dividend pay- 
ments. 

The accompanying list of se- 
-urities has been carefully select- 
ed to give you a choice from is- 
sues whose dividends for various 
reasons are cushioned against the 
high income tax levies END 





For Profit And Income 





(Continued from page 249) 


Of course, a split does not of it- 
self increase a stock’s intrinsic 
value. But splits are popular and 
they put stocks up, at least for a 
time. Some future split possibili- 
ties, perhaps within 12 months 
or less in some instances, are 
American Home Products, Am- 
pex, Brown Shoe, Clark Equip- 
ment, Corning Glass, Firestone 
Tire, General Foods, Internation- 
al Paper, Litton Industries, Mo- 
torola, Texas Instruments, Union 
Carbide and U. S. Steel. 


Trucks 

Demand for heavy trucks is 
cyclical, but with more secular 
growth than that for light and 
medium trucks. (Compare truck 
movement of freight with that of 
railroads over the last decade). 
The leading heavy-truck special- 
ists are White Motor and Mack 
Trucks. The former was recom- 
mended here in our August 1 
issue at 56 and is now 60; the 
latter in our September 12 issue 
at 4514, now standing at 48. Steel 
shortage is a current-quarter fac- 
tor, but 1959 earnings of the 
companies might still be in the 
vicinity of $5.50-$6.00 a share. 
Both should earn more in 1960. 
Both stocks remain reasonably 
priced speculations with further 
potentials. END 
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Because of Product Leadership... 


Sales of Case industrial machines have increased over 500% 
in 3 years—ahead of any other major company in the industry. 





J. 1. Case Company, Racine, Wis. 


Worldwide Sales and Service 
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The Log of the Navy's Polaris 








First Polaris test missile was successfully fired in January —one y 
after the Navy announced its plan for this fleet ballistic miss 
Lockheed is prime contractor and Missile System Manager. Pola 


team includes Aerojet-General, General Electric, Westinghoug™! S¥tfac 


ians work 





one y ‘ ian , : 
mise 959 An accelerated program accomplished methods of 1 960 The Polaris is scheduled for active duty in late 1960 
Pola 


| ; launching the Polaris from submerged submarines 
ghoug” | surface ships. More than 7,000 scientists, engineers, and techni- 
ians work on the Polaris at Lockheed’s Missiles & Space Division. 


—two years ahead of original schedule. Miniaturiza- 
tion techniques developed by Lockheed make the Polaris so com- 
pact that each of the Navy’s nuclear subs will carry 16 missiles. 


LOCKHEED 


JET TRANSPORTS + JET FIGHTERS + JET TRAINERS + COMMERCIAL & MILITARY PROP-JET TRANSPORTS + ROCKETRY 


BALLISTIC MISSILE RESEARCH & DEVELOPMENT - WEAPON SYSTEM MANAGEMENT + ANTI-SUBMARINE PATROL AIRCRAFT 
NUCLEAR-POWERED FLIGHT-ADVANCED ELECTRONICS: AIRBORNE EARLY-WARNING AIRCRAFT+AIRPORT MANAGEMENT 
NUCLEAR REACTOR DESIGN & DEVELOPMENT + GROUND SUPPORT EQUIPMENT + WORLD-WIDE AIRCRAFT MAINTENANCE 











RIO GRANDE VALLEY 
GAS COMPANY 


Brownsville, Texas 
DIVIDEND No. 43 


The Board of Directors has declared 
a quarterly dividend of four cents per 
share on the outstanding common stock 
of this corporation payable December 
14, 1959 to stockholders of record at 
the close of business November 13, 
1959. 

W. H. Meredith 
Vice President 


November 2, 1959 











It Takes Two... 
You 


and 
The Salvation Army 
to make 


Christmas 
Happy for All 

















PICK BEHIND-THE-MARKET STOCKS 


There has been an amazing rise in earn- 
ings for a large percentage of companies 
for the first nine months of 1959. Stocks 
are high but many are still selling below 
the ratio of ten times earnings. To locate 
these you will want 


The NEW November 1959 Edition of 
GRAPHIC STOCKS 
Just off the press 
Containing over 


1001 CHARTS 


These show: 

Monthly Highs and Lows 
Monthly Volume of Trading 
Annual Earnings 

Annual Dividends 

Latest Capitalizations 
Stock Splits - Mergers - etc. 


+ + + 


All for a period of about twelve years 
to November 1, 1959, of stocks listed 
on the New York and American Stock 


Exchanges. 
SINGLE COPY 
(Spiral Bound) ............ $12 
ANNUAL SUBSCRIPTION 
_ EE $60 


Send Today for Prompt Delivery 
Sample page of charts on request 


F. W. STEPHENS 


87 Nassau St., New York 38 
BE 3-9090 
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The Sahara-Libya 
Oil Finds 





(Continued from page 235) 


| $00 million to 600 million tons. 
| The Hassi Messaoud field is be- 
ing worked jointly by the Gov- 
ernment-owned S. N. REPAL and 
| Companie Francaise des Petroles. 





Since the beginning of 1958 small 
| amounts of crude oi! from this 
area have been shipped to France 
via a temporary “baby” pipeline 
to the railhead at Touggourt and 
from thence by tankcar 275 miles 


| to the seacoast. Last month a new 


24-inch pipeline was put into serv- 
ice running directly north 
through Algeria proper to the 
port of Bougie. Throughout its 
entire 400-mile length, the line is 
buried 4 feet in the ground to 
minimize danger of sabotage. Ini- 
tial capacity is 5 million tons an- 
nually, but additional pumping 
stations will raise throughput to 
14 million tons within a year. 


The Vast Natural Gas Deposits 


While searching for oil in the 
Sahara, enormous quantities of 
natural gas have been found. 
CREPS has located large gas 
bearing structures 700-miles deep 
in the Central Sahara, but dis- 
tance precludes their exploitation 
for the time being. Of greater 
commercial significance are the 
vast gas deposits that S. N. 
REPAL found three years ago at 
Hassi R’Mel, just 250 miles from 
the Mediterranean. Since reserves 
here are estimated as high as 
1,000 billion cubic meters, various 
means are under study for mov- 
ing this cheap fuel to energy- 
hungry Europe. Most likely bet 
is piping the natura] gas to the 
coast, then compacting it under 
low-temperature pressure to li- 
quid methane (a technique re- 
cently developed), tankering it 
across the Mediterranean in spe- 
cially refrigerated ships, and re- 
converting it to gas for distribh:i- 
tion through European pipeline 
networks. 


French Oil Concessions 


In early 1958 the French re- 


| issued some expired concession 


| 


! 


permits and nine foreign compa- 
nies came in on_ participation 
deals. The French reportedly were 
disappointed that none of the 


well-financed American majors 
asked for concessions. British Petro- 
leum took a 50% share in the 
French firm SPV, and the Italian 
company Ausonia Mineraria formed 
a joint operation with PETRO- 


PAR. The others were American | 


independents: Cities Service and 
Phillips each joined two French 
companies to explore large conces- 
sions; Sinclair and Newmont Min- 
ing pooled with SAFREP; Pan- 
American (a subsidiary of Stand- 
ard of Indiana) and Franco-Wyoming 
formed a company with PETRO- 
PAR; and Canadian Delhi Oil Ltd. 
organized a syndicate with sever- 
al small American and French 
firms. No significant discoveries 
have yet been reported by any of 
these newcomers. 

With development of the Sa- 
hara’s oil costing a hefty $200 
million a year, the French decided 
at the end of 1958 to open the 
door a little wider to foreign par- 
ticipation. A new oil law for the 
Sahara Region was passed which 
the international oil companies 
have termed reasonable. Explor- 
ation permits are to be granted 
for 5 years with two renewals 
possible; producing concessions 
extend for 50 years with the 50- 
50 profit split guaranteed for the 





ETT 


first 25 years. On the controver- | 


sial question of controlling inter- 


est, no legal ceiling is placed on | 


the degree of foreign participa- 
tion, but the Government con- 
tinues to have wide discretion in 
granting permits. For the past 
year, Standard Oil of New Jersey 
has reportedly been negotiating 
the basis for a joint enterprise 
with Companie Francaise des 
Petroles. 


U.S. Companies Leading in Libya 


In marked contrast to develop- 
ment of the Algerian Sahara, pri- 
vate oil companies mostly 
American — are running the oil 
show in Libya. The first foreign 
concessions under Libya’s “model” 
oil law were granted at the end 
of 1955. This was a straightfor- 
ward piece of legisiation de- 
signed to attract private invest- 
ment, and private investment is 
what Libya desperately needs. A 
noted Canadian economist, writ- 
ing about the country several 
years ago, said: 

“Libya provides an example 

of universal poverty in an 

extreme form where 
there are no sources of power 
and no mineral resources, 
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The Texas Company), recently ob- 50% for future concessions. END | 
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Market Leaders Up 30% or 
More 





(Continued from page 244) 


97% of volume. Sales have in- 
creased from $24 million in 1954 
to $65 million last year and 
should continue to mushroom in 
the sense that the more cameras 
which get into the hands of the 
public, the more film and other 
accessories can be sold. Although 
the Land Camera is not a fine 
camera in the technical sense, it 
appears to fulfill the American 
need for snapping pictures in op- 
position to the more studious in- 
terest in photography so preva- 
lent abroad. Earnings have risen 
over the past five years at an av- 
erage clip of around 50% a year. 
This year’s sales might reach the 
$100 million mark, and earnings 
are estimated at around $2.60 a 
share. The common shares fell 
from a previous high in the mid 
one hundred fifties to around 110 
in general market weakness aided 
by a rumor that the Japanese 
were going to introduce a com- 
parable type camera — this al- 
though the Polaroid process is 
considered to be strongly protect- 
ed by patents. Polaroid stock pro- 
ceeded to recover strongly on 
some institutional buying coupled 
with increased company advertis- 
ing and promotion of three excel- 
lent new products. The most sig- 
nificant of these products is a 
superspeed film which enables the 
photographer to take indoor pic- 
tures in a normally illuminated 
room without flash. A companion 
product is the novel Wink-Light 
which fills the shadows in indoor 
photography where the light is 
highly directional. Although it is 
well within the realm of possibil- 
ity that earnings will continue to 
increase, the situation is not with- 
out risk in the sense that some 
other company might come up 
with a different system of instant 
pictures that would challenge 
Polaroid’s monopoly. Additional- 
ly, Polaroid cameras are expen- 
sive, and in a recession type econ- 
omy, profits could be seriously af- 
fected. At its recent price of 157, 
Polaroid is selling some _ sixty 
times estimated 1959 earnings. 
Although Polaroid’s future ap- 
pears interesting, it seems to me 
that the stock over the nearer 
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term may have overrun itself. 


American Motors and Studebaker- 
Packard have also been front run- 
ners in the September and Oc- 
tober derby. Both companies 
have benefited by the steel strike 
in the sense of having proportion- 
ately greater inventory of metal 
on hand than their “Big Three” 
competitors which would have 
permitted production into next 
month even if the workers had 
not been forced back to the mills 
by the 80-day injunction. The 
strike, with the attendant impli- 
cation of possible shortages serv: 
ed to bolster sales of all makes 
and models at the retail level. 
Apart from the above considera- 
tions, I do not put the two com- 
panies in the same category. 

American Motors has done a 
magnificent selling job under the 
able leadership of George Rom- 
ney. With production centralized 
in two main plants, American 
Motors has the lowest costs of 
any of the major automobile man- 
ufacturers. American Motors of- 
fers a fuller line of small cars. Its 
dealerships are well organized; 
its customers’ loyalty high. Last 
year American Motors made good 
on its promise of sales of around 
350,000 cars. This year the com- 
pany is budgeting for sales of 
500,000 vehicles. Realization of 
this goal would produce propor- 
tionately higher earnings than 
the estimated $10 per share in fis- 
cal 1958-59. Even though the fa- 
vorable earnings outlook could 
have been anticipated earlier in 
the year, the stock of American 
Motors was retarded by inves- 
tors’ fear of the withering com- 
petition of the “Big Three” for the 
small car market. In my opinion, 
American Motors could well in- 
crease its position in the small 
car market, but only the test of 
actual competitive battle in the 
months ahead will tell the story. 


Studebcker-Packard is a horse of 
another color. Its compact car, 
the Lark, seems to be selling very 
well, and the estimated earnings 
for 1959 should approximate 
$3.50 a share. But in evaluating 
the earnings, it is well to bear in 
mind the tax advantage in Stude- 
baker - Packard’s huge tax loss 
carry - forward exceeding $100 
million. As a consequence, the 
company is seeking a _ suitable 
merger where it can cash in on 
this advantage, and recent re- 
ports have linked the company 


with Oliver Corp. All of the above) 
have given Studebaker-Packard a) 
keen interest among profession- 
als and speculators, but in looking 
to future earnings expectations 
you must allow for normal tax} 
deductions and the dilution which 
will stem from the conversion of} 
the preferred stock in 1961. Ifj 
operative this year, this factor 
would have meant a reduction o ‘ 
earnings to only about $1.00 pe- 
share. 


International Packers which has 
risen 50% in price over the las: 
two months is the largest South 
American meat packer with op- 
erations in Argentina and Brazil, 
as well as Australia and New 
Zealand. International Packers 
buys, slaughters and dresses cat- 
tle, sheep and hogs and produces 


canned and refrigerated meats 
and related products. Products 
are marketed under various 


brands including Swift and Ar- 
mour. 


whose consolidated per share 


earnings were $2.68 last year, has | 


sold at a low price-earnings ratio! 
because of the weakness of the 
South 
the regulatory attitude toward; 
the price of beef which was im- 
posed in Argentina and Brazil as 
a means of controlling inflation 
Price fixing regulations in Argen- 
tina were relaxed earlier in the 
year, and International Packers 
is embarking on an expansion 
program of around $16 million to 
be financed in part by the Export- 
Import Bank. Stock has moved up 
sharply based on favorable earn- 
ings estimates of around $3.50 
this year on a consolidated basis 
with hopes for $5.00 per share 
next year. Additionally, the stock 
appears to have a strong tech- 
nical position. The shares at their 
recent price of 24, are selling at 
but seven times estimated 1959 
per share earnings, and, although 
I am inclined to regard it as spec- 
ulative, the company seems to 
have reached a turning point for 
the better in its affairs. END 





Schenley Industries and 
National Distillers 





(Continued from page 247) 


a block of common, struck a snag 
when the Department of Justice 
moved to compel Pabst to dispose 
of the Blatz properties. The case 
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is being litigated in the courts. 

Both companies have benefited 
substantially from enactment of 
the Forman bill extending the 
bonding period to 20 years from 
eight, as mentioned earlier. Bene- 
icial effects of this legislation 
till are being experienced and 
emoval of pressure on the mar- 
et of excess aged inventories 
hould pave the way for modestly 
iigher prices for straight whis- 
cies in 1960, thereby retsoring 
1argins to levels prevailing three 
xr four years ago. This develop- 
1ent encourages the outlook for 
10re satisfactory earnings in the 
oming year. 


National Distillers Acquisitions Run 
to Chemicals 


For those who place great 
veight on growth, the diversifi- 
cation program embarked upon 
vy National Distillers almost ten 
rears ago should have appeal. 
Vanagement determined soon af- 
*r the war to emphasize chemical 
ispects of the distilling business 
ind enlarge unexploited areas. 
*roduction facilities for indus- 
rial ethyl alcohol and polyeth- 
‘lene have been acquired and 
mlarged. Other petro-chemicals 
nclude liquefied petroleum gases, 
while heavy chemicals include 
metallic sodium as well as chlo- 
rine and caustic soda. Fertilizer 
ingredients also are produced. 
Thus the company has a sizable 
position and enjoys an extensive 
market in chemicals. 

Acquisition of the Kordite Cor- 
poration from Textron more than 
a year ago enabled National to 
gain an important position in 
producing polyethelene film from 
which garment bags and _ pack- 
aging films may be converted. 
Promising long term growth in 
supplying this new form of pack- 
aging and wrapping material is 
envisioned for this division. Na- 
tional also has obtained a one 
third interest in Mallory-Sharon 
Metals, engaged in producing ti- 
tanium and zirconium sponge, for 
which significant markets in the 
military program are envisioned. 


National’s Earnings Position 


Chemical activities are esti- 
mated to have accounted for be- 
tween 35 and 40 per cent of 1958 
earnings and are expected to con- 
tribute about 40 per cent of the 
estimated $2.25 a share projected 
for this year. Management is 
hopeful of obtaining an even 
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division of earnings from the 
two principal activities in another 
year or two. Assuming that chem- 
icals may contribute approxi- 
mately 90 cents to $1 a share for 
1959, it may be figured that the 
stock at recent prices was evalu- 
ating such earning power at 16 
to 17 times, while the distilling 
operations by contributing per- 
haps $1.30 a share might be ap- 
praised at about 12 to 13 times 
earnings. 

In view of a promising outlook 
for 1960, with removal of excess 
inventories of aged whiskies, and 
indications of increasing con- 
sumer preference for straights, 
long range estimates suggest that 
National Distillers might improve 
earning power to perhaps $2.75 
a share for the coming year. If 
the 50-50 division of profits could 
be attained, one might look for 
chemical operations to account 
for net profit of about $1.35 a 
share. 


Comparing the Operations of 
Schenley and National Distillers 


Schenley is more closely iden- 
tified with the alcohol beverage 
industry. Hence, sales and earn- 
ings are likely to be influenced to 
a greater extent by trends of the 
distilling industry than by activi- 
ties in other areas. Population 
growth and consumer preferences 
will be important factors. Thus 
whereas, a sharp setback in de- 
mand for chemicals—such as ex- 
perienced in 1958—would have an 
impact on operations of National 
Distillers, the effect in the case 
of Schenley would be negligible. 
Consumer demand for whiskey 
and other alcoholic beverages is 
fairly steady. Trade surveys show 
a gradual shift in preference to 
products such as vodka, gin and 
wines, but the overall effect on 
Schenley’s business is compara- 
tively small. Whiskey’s share of 
bottled spirits is estimated to 
have declined from slightly above 
80 per cent to about 72 or 73 per 
cent currently. Demand for vodka 
has increased sharply, but still 
represents a small proportion of 
the public’s purchases of bottled 
spirits. 

Because Schenley has such ex- 
tensive inventories of bourbon 
and other aged whiskies benefits 
of the Forman measure should 
prove especially significant. Until 
the remedial legislation had been 
approved, the company was com- 
pelled to pay taxes on spirits in 


bond for longer than eight years 
or to dispose of the inventories 
in any manner possible. Valuable 
stocks on hand nearing the age 
limit were diverted to blending 
purposes even though less costly 
ingredients would have served. 
Fully aged liquor was used in 
blends instead of younger sup- 
plies at a sacrifice of profit. Su- 
perior quality liquor was mar- 
keted in bulk at distress prices to 
avoid complete loss. 

With approval of an extended 
tax-free holding period for 
whiskey in bond, more orderly 
marketing procedures could be 
adopted. The wholesale market 
has been surfeited for months, 
however, and only recently has 
there been some indication of a 
firming tendency in prices. Quo- 
tations on straight whiskies are 
expected to stiffen in coming 
months in reflecting gradual ex- 
haustion of inventories purchased 
at distress sales as well as an up- 
ward trend in distilling costs. 
Prospects appear promising for 
more satisfactory profit margins 
in the coming year. 

In an effort to get a flying start 
on the 1959-60 fiscal year, Schen- 
ley management undertook vigor- 
ous promotion of products for the 
holiday season. New packaging 
ideas were introduced to stimu- 
late sales. Although it is too early 
to determine complete results, 
preliminary surveys have proved 
encouraging. Trade authorities 


have projected retail sales for 
the holidays comparing favor- 
ably with volumes in_ recent 


years. The advertising campaign 
was concentrated on distribution 
of Scotch and Canadian whis- 
kies, products that provide bet- 
ter-than-average profit margins. 
The company’s principal whiskey 
brand names include I. W. Har- 
ner Schenley Reserve, Three 
Feathers, Golden Wedding and 
J. W. Dant. 

Although growth potentials in 
chemicals generally are stressed 
in discussing long range pros- 
pects for National Distillers, the 
company’s position in alcoholic 
beverages is anything but second 
rate. Recognizing importance of 
a shift in consumer preferences 
to straight whiskies, management 
has increased emphasis on brands 
in this category with the result 
that about 80 per cent of output 
consists of straights. Trade sur- 
veys indicate that between 40 and 
45 per cent of whiskey output 
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currently consists of straights, 
as compared with less than 25 
per cent as recently as five or 
six years ago. National’s prin- 
cipal brands showing impressive 
growth include: “Old Grand- 
Dad,” “Old Crow,” and “Old 
Taylor” bourbons. Other major 
products are “Vat 69” scotch, 
“Gilbey’s” gin “Cinzano” 
vermouth. 

Despite the fact that some in- 
vestors have formed prejudices 
against companies engaged in 
producing and distributing alco- 
holic beverages, others look upon 
liquor stocks merely as potential 
sources of capital gains or as pro- 
ducers of income. Both National 
and Schenley have attained lead- 
ing positions in their industry 
and stand to benefit from long 
range population growth and ex- 
pansion of markets. In addition, 
diversification programs under- 
taken in recent years have bright 
prospects for the future that 
should merit more liberal market 
appraisal in due course. END 


and 





The Behind-the-Scene Story 
of the Ruthless Use of Power 
by the Giant Steel Union which 

Forced Kaiser to Settle 
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this committee’s recommenda- 
tions, is to negotiate a profit- 
sharing or broad incentive pro- 
gram, the union will obviously 
want to scrutinize depreciation 
charges. If management decides 
that accelerated amortization is 
warranted, because of the high 
cost of replacing obsolete equip- 
ment, the union might say, “No!” 
because such conservative ac- 
counting would reduce incentive 
or profit-sharing payments to 
workers. 

The “look-at-the-books” issue is 
one on which management has 
taken some costly strikes. Thus 
far it has won each time; but 
Edgar Kaiser has indicated that 
he sees no objection to letting the 
union scrutinize the company’s 
records as the basis for negotia- 
tions. He has apparently moved a 
step — a long step — towards the 
joint labor-management commit- 
tees which Walter Reuther has 
long sought unsuccessfully to 
achieve. 


The things that the Kaiser con- 


tract does not do are almost as 
important as the innovations 
which it would attempt to foist 
on the entire steel industry. Since 
1956, there have been 700 wildcat 
strikes in the steel industry. Man- 
agement has been trying to ob- 
tain clauses which would give 
them a chance to stop such 
costly, unauthorized work-stop- 
pages. But the union has refused 
to give an inch in this area, and 
the Kaiser agreement reflects the 
non-cooperative attitude of the 
union leaders. 

This was an area in which the 
union could have given good-faith 
evidence of its responsibility to 
improve productivity and make 
progress towards lower costs. But 
the top union leaders again said— 
“no,” and Kaiser signed on the 
dotted line. 

For Kaiser, operating on the 
Pacific Coast in an area where the 
supply of steel is well below the 
demand, and where he has thus 
far been able to obtain premium 
prices for steel well above the 
usual list prices quoted at East- 
ern and Middle Western points, 
the question of costs may not 
seem too important at the mo- 
ment. 

But the conservative _ steel 
leaders of the nation have seen 
their labor costs sky-rocket in 
recent years. They have witness- 
ed the loss of most of their ex- 
port market, and have seen im- 
ports soar to a level of 4 million 
tons or more. Competition from 
plastics, aluminum and cement 
has become keen. To these men, 
it seems vitally important to stop 
the march of labor cost inflation 
in the steel industry. 

If inflation is not checked 
through the negotiation of a 
sound, fair contract, it will not be 
stopped in other key negotiations 
which are coming up—on the rail- 
roads, in electrical equipment, 
among dock workers, etc. The 
Kaiser settlement must be de- 
plored, therefore, because it 
would wreck current administra- 
tion efforts to stabilize the dollar, 
if it became a pattern for the in- 
dustry. 

It has taken a great deal of 
courage on the part of the steel 
industry to hold the line in the 
face of the Kaiser settlement, the 
virulent propaganda paid for out 
of the treasuries of the rich steel 
union giants—and the concerted 


eee 


widespread attacks from their | 


cohorts in other unions, girded 
monopolisticaHy and financially 
for a grab of their own. 

The autocratic Barons of union 
leadership will be wrong in be- 
lieving that the politics of a pre- 
sidential election year will pre- 
vent Congress from enacting 
legislation that will break their 
dangerous and monopolistic hold. 
If they have any such ideas they 
are not counting sufficiently on 


et ee NE 


the wrath of the citizens to put it | 


through. 





Exploding Population 
A Local Problem 
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END | 


(Small-scale exceptions may oc- | 


cur; Brazil is currently welcom- 


ing selected Japanese immi- | 


grants). This attitude is not, 
however, limited to Caucasians. 
Malaya and Thailand have long 
been struggling to check the flow 
of Chinese immigration that 
threatens to inundate them, and 
in South Africa many of the riots 
have originated in frictions be- 
tween Africans and Hindu mi- 
grants. 
How To Solve this Dangerous 
Situation Which Contains the Seeds 
of War 


Unless an outlet is to be found 
in war and invasion, these coun- 
tries will be obliged to solve — 
or endure — their population 
problems on their own initiative 
and within their own borders. 
Nevertheless, informed assistance 
by ourselves may do much to ease 
these pains and thwart more 
violent solutions. In brief, a cal- 
lous disregard of their population 
difficulties would be both in- 
humane and short-sighted. 

It will take our money to con- 
strain these immediate pressures, 
to plan for long-range solutions. 
> Continued emergency dona- 
tions of food and clothing may 
be required. ® The program 
should nevertheless look beyond 
mere maintenance of large popu- 
lations on a_ subsistence basis, 
and aim at the eventual self- suf- 
ficiency of the countries con- 
cerned. ® The formation of local 
capital, i.e., of factories, machine- 
ry and tools, is essential. Such 
organizations as the World Bank 
are already working in this di- 
rection, but vastly increased in- 
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heir | vestments, preferably from pri- 
‘ded | vate sources, are called for. It is 
ally | the responsibility of these coun- 
| tries to create a climate that is 
1ion | hospitable to both foreign and 
be- | local capital. 
ad This Must Be A Joint Undertaking 
ing | Among the “Have” Nations 
heir | The United States should not, 
old. owever, be obliged to labor alone 
hey 1 this task. The technically ad- 
on anced and now fully recovered 
it it ountries of western Europe 
END | ‘hould also be prepared to con- 
ribute from their own resources. 
re Vithin Asia, Japan could assume 
s~adership in the quest for a 
eaceable solution of the popula- 
tion problem. Japan has, of 
—— | course, lost prestige because of 
her war brutalities, but as these 
oc- ecede from current memory, 
ym- | scuidance by a fellow Asiatic na- 
mi- ion, without any hint of “White 
i0t, uperiority”, might prove more 
ns. | «cceptable to such countries as 
ng ndia, Ceylon and Indonesia. 
low fapan’s frank recognition of and 
hat | conspicuous success in handling 
ind | lier own population problem lend 
ots iope to such a suggestion, al- 
be- hough admittedly the conditions 
mi- | ‘n southern Asia contrast sharply 
with those in highly industrial- 
, zed, well-educated Japan. 
eds It Cannot Wait 
nd Throughout this article the 
In- word “solution” has been freely 
— | used. However, the analysis 
ion makes it clear that no true solu- 
ive tion is going to be discovered for 
rs. the urgent population problem 
1ce appearing in many localities in 
ise the world and most pressing in 
re Asia. The best that can be ex- 
al- pected is a mere palliative, with 
on some hope of a genuine solution 
in- | at some more remote time in the 
future. But the pressures are so 
yn- intense, the situation so explosive, 
es, | that is imperative to work hard 
ns. even for a palliative. This pro- 
la- gram must be a cooperative effort 
ay by the countries most immediate- 
im ly involved and the more com- 
nd fortably endowed nations. The 
U- have-not countries, further handi- 
is, capped by a monumental birth 
if- rate, must face their problems 
n- frankly and choose among what 
cal | may seem to them to be only the 
1e- lesser of unavoidable evils. The 
ch rest of us had better take an ac- 
nk tive interest in the same prob- 
li- lems, even to the extent of shar- 
n- ing our Own resources, or we may 
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be confronted with extremely dis- 

agreeable results entirely indif- 

ferent to national boundaries. 
END 
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the third quarter alone), but from 
Alcoa’s experience Olin may have 
to wait several years before it be- 
gins to reap significant profits 
from the operation. 


Other Reports 


Among the more impressive re- 
ports in this year’s third quarter 
are several specialty companies. 
Brunswick-Balke-Collender has been 
a market favorite for many 
months and justified that faith 
with an exceptionally good third 
period. Sales jumped to a record 
$108 million from only $86 million 
a year earlier and earnings 
rose to $1.72 per share from 
$1.03. Also contrary to most com- 
pany experiences, third quarter 
results towered over the 60¢ 
earne in the second quarter. 


Motorola, another high flier in 
recent markets also turned in ex- 
cellent results. Sales rose for the 
fifth successive quarter and earn- 
ings rose to a healthy $1.86 per 
share from $1.69 in the previous 
three months and only 90¢ in the 
third quarter of 1958. 

By contrast, Phileo, which had 
been in the process of good recov- 
ery was not able to top lust year’s 
46¢ per share even though earn- 
ings were the best for any quarter 
this year. 

Both companies will have to 
keep a wary eye on Japanese im- 
ports in the year ahead since Far 
Eastern radios are a bigger and 
bigger part of the domestic mar- 
ket. So far this year, 2 million 
units have been imported. 


Summary 


Declining profit margins, the 
impact of the steel strike and an 
inevitable tailing off of earnings 
growth after the initial post-re- 
cession surge, have all combined 
to slow down corporate earnings 
growth. 

On top of this however, there 
is growing evidence of increasing 
trouble in several vital industries. 


The oil industry, as readers of this 
magazine know, is in the throes 
of long range difficulties. Earn- 
ings improvement so far is the re- 
sult more of reduced capital out- 
lays than better operations. Thus 
Shell’s moderately good perform- 
ance and Texaco’s excellent earn- 
ings must both be viewed with a 
certain amount of question. 

In addition to oil, construction 
equipment companies and build- 
ing materials producers will have 
their operations cut next year by 
tight money and lower spending 
for new housing. This in turn will 
make the lot of the appliance 
makers more difficult since new 
homes still absorb the greatest 
portion of their output. 

Farm equipment makers are 
facing a period of lower farm in- 
come, with tight money cutting 
farmer’s effective demand even 
further, and rail equipment mak- 
ers face a period of uncertainty 
due to the impending unrest in 
the rail industry. 

There is no sense undervaluing 
the enormous vitality of the 
American economy, but at the 
same time we should not blind 
ourselves to the facts as they are 
—and they are far from univers- 
ally pleasant. For they spell great- 
er difficulty in raising profits, a 
situation which may make the 
current level of the stock market 
a very vulnerable one. 

At this time, when all eyes are 
concentrated on the post steel 
strike resurgence, it is well to be 
aware of the fact that not all of 
industry’s troubles stem from 
that one cause. At least consider 
the possibility that it is masking 
other basic problems. END 





Market Tests Ahead 
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1959 will go into the record as a 
dynamic year. With the cycle in- 
creasingly mature, 1960 would do 
well to bring gains half as big, 
in the broader measures of econo- 
mic activity. If you are a satisfied, 
long-term stockholder, sit tight. If 
not, consider some switching for 
tax and quality-improvement pur- 
poses. If you have reasonable 
liquid reserves for later stock 
buying, maintain them.—Monday, 
Nevember 16. 
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“though a cost factor last year, 
these expenditures will become an 
increasingly important growth 
factor in the new year”. He said 
that several new products would 
be ready for marketing early in 
calendar 1960 and that the first 
major achievement in the product 
improvement area is expected to 
be announced shortly. 

The company has passed the 
September quarterly dividend in 
order to conserve cash in order 
to finance the company’s growth 
program. Previous quarterly di- 
vidends this year were 10 cents 
per share but in 1958 total di- 
vidend payments were $1.00 per 
share. 

Whereas typewriters accounted 
for 80% of the company’s volume 
three years ago, last year on larg- 
er sales they accounted for only 
42%, and two new product lines, 
calculators and printed communi- 
cations equipment, which were 
added as a result of the mergers 
with Marchant and Kleinschmidt, 
contributed another 36% _ to 
sales. The remaining 22% came 
from service and other products. 

The company plans to introduce 
several new products which they 
hope will have an increasingly fav- 
orable effect on future sales and 
earnings. 


Harris Intertype Corp. 


“Please indicate growth plans of Harris 
Intertype Corp. and also recent annual 


earnings.” 
F. G., Cleveland, Ohio 


Harris Intertype’s growth 
plans are based on a continuation 
of heavy research and develop- 
ment activities and on its acquisi- 
tion program. During the past 
decade the company has plowed 
about $20 million into engineering 
and research for product develop- 
ment, of which almost half or 
around $10 million is in products 
on which profits are just begin- 
ning to be realized. 

Continuous explorations of ac- 
quisition opportunities are being 
made, according to the chief ex- 
ecutive, with fields of interest in- 
cluding “various complementary 
areas in the printing equipment 
and supply field, the electronics 
field with emphasis on communi- 
cations and instrumentation, and 


possibly other areas in which the 
profit potential appears attractive 
and which fit into company’s over- 
all objectives”. 

Shipments of printing, publish- 
ing and broadcasting equipment 
reached a new high of $63,860,000 
for the fiscal year ended June 30, 
1959, compared with $57,914,000 
for fiscal 1958. Net earnings were 
$4,515,000 or $3.90 per share, 
against $2,952,000 or $2.53 per 
share last year. The increases re- 
flect results of the internal read- 
justment program instituted in the 
previous fiscal year and improve- 
ments in general business. 

In the September 1959 quarter, 
net shipments amounted to $15,- 
481,000 with net income reported 
at $1,114,532 or $.92 per share. 
For the similar first fiscal quarter 
of 1958, shipments were $13,577.- 
199 and net income $765,277, 
equal to $.66 a share. 

Earnings reinvested in the busi- 
ness and increased turnover of in- 
ventories and receivables contrib- 
uted to a further strengthening 
of the company’s financial posi- 
tion. At the end of fiscal 1959 
cash and Government securities 
totalled $14,843,000, compared 
with $7,871,000 last year. The 
ratio of current assets to all lia- 
bilities, including long-term debt, 
was almost 3 to 1. 

The company regards the out- 
look as promising and the current 
fiscal year appears favorable be- 
cause of a larger order backlog 
at the beginning of the year and 
anticipation of sustained strength 
in the national economy. Longer 
term prospects are favorably in- 
fluenced by the growth and stabil- 
ity of American advertising, from 
which the company’s customers 
derive 75% of their revenues; and 
by the continued growth in de- 
mand for offset lithographic 
printing presses and_ supplies, 
which constitute the largest seg- 
ment of Harris Intertype’s sales. 
Late in September, the company’s 
president, George S. Dively, in- 
formed stockholders at the an- 
nual meeting that the company 
should report earnings in the 
third quarter of about $0.80 to 
$0.85 cents a share. In the cor- 
responding 1958 quarter the com- 
pany earned $0.66 a share. 

The company recently declared 
a stock dividend of 5% in addition 
to the quarterly dividend of 3714 
cents per share. END 
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The Gold of Troy 
the story of Heinrich Schliemann and 
the buried cities of ancient Greece 
BY ROBERT PAYNE 





During the seventies and eighties of | 
the last century, an cold gray-haired | 


scholar, shabbily dressed, was to be 
seen wandering over the ruins of an 
obscure mound in Asia Minor. There 


was something of the peasant about | 
him, something too of the Lubeck mer- 


chants who were his ancestors. Always 


he carried in his coat pocket a dog- | 
eared paper-bound edition of the Iliad | 


or the Odyssey. The most unscientific 
of archeologists, Heinrich Schliemann 
founded the modern science of arche- 
ology. 

By the age of forty-four, Schliemann 
had made four fortunes. He had visited 
half the countries of the world, sired 
three children by a frigid Russian wife, 
and learned twelve or thirteen lan- 
guages. 

Outwardly he was the very prototype 
of the successful business executive. 
The inward man, however, bore very 
little resemblance to the image he 
showed to the world. For many years 
his wealth had tasted like ashes in his 
mouth. He had learned that intense de- 
sire and hopeless sexual passion could 
drive a man to insanity. But still he 
did net know his own mind, or what he 
wanted, or what directicn to pursue. 
Then, while studying philology at the 
Sorbonne in his forty-sixth year, he re- 
membered the stories of the ancient 
Greek heroes which had fascinated him 
as a child. In the stories of Homer, he 
found truth. If, somehow, he could re- 
turn to the mysterious past, he knew 
that his destiny would be fulfilled. So 
he set out to uncover the buried city of 
Troy. 

Against hope, against reason, against 
all the evidence, this strange man dis- 
covered the walls of Troy, King 
Priam’s palace, and enough antiquities 
to furnish a whole museum—crowns 
and diadems of gold, gold breastplates, 
gold masks, gold-hilted swords, and the 
treasure hoards of Mycenae and Troy. 


Funk & Wagnalls, N. Y. $3.95 


Handbook of Principal 
South African 
Stocks and Shares 

The handbook is a handy guide to 
South African stocks (which are simi- 
lar to bonds in the U.S.) and shares, 
giving concise information on _ indivi- 
dual company balance sheets, income 
accounts, dividends and price ranges 
for the past five years. The various 
industries in the Union of South Afri- 
ca, are covered, including gold mines 
that are a feature of that country. as 
well as companies in manufacturing, 
trade and public utility classifications. 

A wealth of data is contained in this 
365 page manual which has been com- 
piled by the brokers that are members 
of the Johannesburg Stock Exchange. 


Johannesburg Stock Exchange 
Johannesburg, South Africa 
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atnenadiiaeeiai ca tathaeaaieneies 


Take Care of Your Investments Now 


_ So They Can Take Care of You Later 


(Important — To Investors With $50,000 or More!) 


Most investors are aiming for financial in- 
dependence... whether they hope to arrive 
at their goal in five, ten or twenty years. 


We concur in their confidence that wise 
and timely investment of their capital can 
make this dream a reality ... for despite 
temporary readjustments our nation is 
forging ahead in a new era of amazing 
scientific achievement, industrial advance- 
ment and investment opportunity. 


In 1959 and the coming years, we will 
see marvelous and practical progress in the 
conquest of space, in attainment of plant 
automation, in harnessing of atomic energy 

. with a host of new products, materials 
and techniques emerging. 


These new forces will have profound in- 
vestment significance for they will invigo- 
rate many companies—but often at the 
expense of less able competitors. TO YOU, 
as an investor, this adds up to an increased 
need for continuing investment research 
and capable professional counsel. 


Expert Analysis of Your Present Holdings: 


Our first step in serving you is to make a 
detailed report—analyzing your entire iist— 
taking into consideration income, safety, 
diversification, enhancement probabilities— 
today’s factors and tomorrow’s outlook. 


Issues to Hold and Advantageous 
Revisions: 


Definite counsel is given on each issue in 
your account...advising retention of those 
most attractive for income and growth... 
preventing sale of those now thoroughly 
liquidated and likely to improve. We will 
point out unfavorable or overpriced securi- 
ties and make substitute recommendations 
in companies with unusual promising 1959 
prospects and longer term profit potentials. 


Close Continuous Supervision of 
All Holdings: 

Thereafter—your securities are held 
under the constant observation of a trained, 
experienced Account Executive. Working 
closely with the Directing Board, he takes 
the initiative in advising you continuously 
as to the position of your holdings. It is 
never necessary for you to consult us. 


When changes are recommended, precise 
instructions as to why to sell or buy are 
given, together with counsel as to the prices 
at which to act. Alert counsel by first class 
mail or air mail and by telegraph relieves 
you of any doubt concerning your invest- 
ments. 


Complete Consultation Privileges: 


You can consult us on any special invest- 
ment problem you may face. Our contacts 
and original research sometimes offer you 
aid not obtainable elsewhere—to help you to 
save—to make money. 


Help in Minimizing Your Taxes: 


We keep in mind the tax consequences of 
cach transaction and help you to minimize 
your tax liability under the new tax provi- 
sions. (Our annual fee is allowed as a de- 
duction from your income for Federal In- 
come Tax purposes, considerably reducing 
the net cost to you.) 


Annual Personal Progress Reports: 


Throughout the year we keep a complete 
record of each transaction as you follow our 
advice. At the end of your annual enroll- 
ment you receive our audit of the progress 
of your account showing just how it has 
grown in value and the amounts of income 
it has produced for you. 


ir ull information on Investment Management Service is yours for the asking. Our rates 
are based on the present value of securities and cash to be supervised—so if you will let us 
know the present worth of your account—or send us a list of your holdings for evaluation— 


we shall be glad to quote an exact annual fee ... 


our counsel can benefit you. 
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and to answer any questions as to how 
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NEWS ON TEXACO PROGRESS 


The underground road to market 


A YESTERDAY. Texaco’s early growth was speeded by its 
promptness in getting pipelines to rich new oil fields as they were 
discovered. Texaco was a pioneer in constructing longer, more 
strategic pipelines. In fact, one of the first acts of Texaco when it 
was born in 1902, was to complete a line from the fabulous Spindle- 
top field to Port Arthur. 


<¢ TODAY. More oil is transported to market by pipeline than by 
any other carrier. Texaco’s own 7,000 mile pipeline network is an 
important factor in the efficiency of its integrated operation. To the 
consumer, this means more and better Texaco products at lower 
cost. And it symbolizes the enterprising spirit that characterizes 
Texaco’s corporate operations. 


TEXACO 


... CONSTANT PROGRESS 
IN OIL’S FIRST CENTURY 








